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PART I

Item 1. Business.

Thisreport and the documents incorporated by reference herein contain forward-looking statements, which are inherently subject to risks and
uncertainties. See “Forward Looking Statements” under Item 7 of thisreport.

General

Our Company, Hawthorn Bancshares, Inc., isabank holding company registered under the Bank Holding Company Act of 1956, as amended.
Hawthorn was incorporated under the laws of the State of Missouri on October 23, 1992 as Exchange National Bancshares, Inc. and changed its
name to Hawthorn Bancshares, Inc. in June 2007. Hawthorn owns all of the issued and outstanding capital stock of Union State Bancshares, Inc.,
which in turn owns all of the issued and outstanding capital stock of Hawthorn Bank. Hawthorn and Union State Bancshares each received
approval from the Federal Reserve and elected to become afinancial holding company on October 21, 2001.

Hawthorn acquired Hawthorn Bank and its constituent predecessor banks, as well as Union State Bancshares, in a series of transactions that are
summarized asfollows:

. On April 7, 1993 our Company acquired al of the issued and outstanding capital stock of The Exchange National Bank of Jefferson City, a
national banking association, pursuant to a corporate reorganization involving an exchange of shares;

. On November 3, 1997, our Company acquired Union State Bancshares, Inc., and Union’swholly-owned subsidiary, Union State Bank and
Trust of Clinton;

. Following the May 4, 2000 acquisition of Citizens State Bank of Calhoun by Union State Bank, Citizens State Bank merged into Union State
Bank to form Citizens Union State Bank & Trust;

. On January 3, 2000, our Company acquired Osage Valley Bank;
. On June 16, 2000, Hawthorn acquired City National Savings Bank, FSB, which was then merged into Exchange National Bank; and
. On May 2, 2005, our Company acquired all of the issued and outstanding capital stock of Bank 10, a Missouri state bank.

On December 1, 2006, our Company announced its development of a strategic plan in which, among other things, Exchange National Bank,
Citizens Union State Bank, Osage Valley Bank and Bank 10 would be consolidated into a single bank under aMissouri state trust charter. This
consolidation was completed in October 2007, and our subsidiary bank is now known as Hawthorn Bank.

Except as otherwise provided herein, references herein to “Hawthorn” or our “Company” include Hawthorn and its consolidated subsidiaries, and
references herein to our “Bank” refersto Hawthorn Bank and its constituent predecessors.

Description of Business

Hawthorn. Hawthorn is a bank holding company registered under the Bank Holding Company Act that has elected to become afinancia holding
company. Our Company’s activities currently are limited to ownership, indirectly through its subsidiary (Union State Bancshares, Inc.), of the
outstanding capital stock of Hawthorn Bank. In addition to ownership of its subsidiaries, Hawthorn may seek expansion through acquisition and
may engage in those activities (such as investments in banks or operations that are financial in nature) in which it is permitted to engage under
applicable law. It isnot currently anticipated that Hawthorn
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will engage in any business other than that directly related to its ownership of its banking subsidiary or other financial institutions.

Union. Union State Bancshares, Inc. is abank holding company registered under the Bank Holding Company Act that has elected to become a
financial holding company. Union’s activities currently are limited to ownership of the outstanding capital stock of Hawthorn Bank. It is not
currently anticipated that Union will engage in any business other than that directly related to its ownership of Hawthorn Bank.

Hawthorn Bank. Hawthorn Bank was founded in 1932 as aMissouri bank and converted to a Missouri trust company on August 16, 1989.
However, its predecessors trace their lineage back to the founding of Exchange National Bank in 1865. Hawthorn Bank has 25 banking offices,
including its principal office at 132 East High Street in Jefferson City’s central business district. See “Item 2. Properties”.

Hawthorn Bank isafull service bank conducting ageneral banking and trust business, offering its customers checking and savings accounts,
internet banking, debit cards, certificates of deposit, trust services, brokerage services, safety deposit boxes and awide range of lending services,
including commercial and industrial loans, single payment personal loans, installment loans and commercial and residential real estate loans.

Hawthorn Bank’s deposit accounts are insured by the Federal Deposit Insurance Corporation (the “FDIC") to the extent provided by law.
Hawthorn Bank’s operations are supervised and regulated by the FDIC and the Missouri Division of Finance. Periodic examinations of Hawthorn
Bank are conducted by representatives of the FDIC and the Missouri Division of Finance. Such regulations, supervision and examinations are
principally for the benefit of depositors, rather than for the benefit of the holders of Hawthorn Bank’s common stock. See “ Regulation Applicableto
Bank Holding Companies’ and “ Regulation Applicable to our Bank”.

Employees

As of December 31, 2007, Hawthorn and its subsidiaries had approximately 319 full-time and 59 part-time employees. None of its employeesis
presently represented by any union or collective bargaining group, and our Company considers its employee relations to be satisfactory.

Competition

Bank holding companies and their subsidiaries and affiliates encounter intense competition from nonbanking as well as banking sourcesin all of
their activities. Our Bank’s competitorsinclude other commercial banks, thrifts, savings banks, credit unions and money market mutual funds.
Thrifts and credit unions now have the authority to offer checking accounts and to make corporate and agricultural loans and were granted
expanded investment authority by recent federal regulations. In addition, large national and multinational corporations have in recent years become
increasingly visiblein offering a broad range of financial servicesto al types of commercial and consumer customers. In our Bank’s service areas,
new competitors, aswell as the expanding operations of existing competitors, have had, and are expected to continue to have, an adverse impact on
our Bank’s market share of deposits and loansin such service areas.

Our Bank experiences substantial competition for deposits and loans within both its primary service areas of Jefferson City, Clinton, Lee's
Summit, Warsaw, Springfield, and Branson, Missouri and its secondary service area of the nearby communitiesin Cole, Henry, Cass, Benton and
Greene counties of Missouri. Hawthorn Bank’s principal competition for deposits and |oans comes from other banks within its primary service areas
and, to an increasing extent, other banks in nearby communities. Based on publicly available information, management believes that Hawthorn Bank
isthe fourth largest (in terms of deposits) of the thirteen banks within Cole county, the largest (in terms of deposits) of the nine banks within Henry
county, the fourth largest (in terms of deposits) of the nineteen banks within Cass county, and the largest (in
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terms of deposits) of the five banks within Benton county. The main competition for Hawthorn Bank’ strust servicesis from other commercial
banks, including those of the Kansas City metropolitan area.

Regulation Applicableto Bank Holding Companies

General. Asaregistered bank holding company and afinancial holding company under the Bank Holding Company Act (the “BHC Act”) and
the Gramm-L each-Bliley Act (the “GLB Act”), Hawthorn is subject to supervision and examination by the Board of Governors of the Federal
Reserve System (the “FRB”). The FRB has authority to issue cease and desist orders against bank holding companiesif it determines that their
actions represent unsafe and unsound practices or violations of law. In addition, the FRB is empowered to impose civil money penalties for
violations of banking statutes and regulations. Regulation by the FRB isintended to protect depositors of our Bank, not the sharehol ders of
Hawthorn.

Limitation on Acquisitions. The BHC Act requires a bank holding company to obtain prior approval of the FRB before:
. taking any action that causes a bank to become a controlled subsidiary of the bank holding company;

. acquiring direct or indirect ownership or control of voting shares of any bank or bank holding company, if the acquisition resultsin the
acquiring bank holding company having control of more than 5% of the outstanding shares of any class of voting securities of such bank
or bank holding company, and such bank or bank holding company is not majority-owned by the acquiring bank holding company prior to
the acquisition;

. acquiring substantially all of the assets of a bank; or
. merging or consolidating with another bank holding company.

Limitation on Activities. The activities of bank holding companies are generally limited to the business of banking, managing or controlling
banks, and other activities that the FRB has determined to be so closely related to banking or managing or controlling banks as to be a proper
incident thereto. In addition, under the GLB Act, abank holding company, all of whose controlled depository institutions are “well capitalized” and
“well managed” (as defined in federal banking regulations) with “ satisfactory” Community Reinvestment Act ratings, may declare itself to bea
“financial holding company” and engage in a broader range of activities. As noted above, Hawthorn is registered as a financial holding company.

A financial holding company may affiliate with securities firms and insurance companies and engage in other activitiesthat are financial in nature
or incidental or complementary to activitiesthat are financial in nature. “Financial in nature” activitiesinclude:

. securities underwriting, dealing and market making;

. sponsoring mutual funds and investment companies;

. insurance underwriting and insurance agency activities;
. merchant banking; and

. activitiesthat the FRB determines to be financial in nature or incidental to afinancial activity or which is complementary to afinancial
activity and does not pose a saf ety and soundness risk.
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A financial holding company that desiresto engage in activitiesthat are financial in nature or incidental to afinancial activity but not previously
authorized by the FRB must obtain approval from the FRB before engaging in such activity. Also, afinancial holding company may seek FRB
approval to engage in an activity that is complementary to afinancial activity, if it shows, among other things, that the activity does not pose a
substantial risk to the safety and soundness of itsinsured depository institutions or the financial system.

A financial holding company generally may acquire a company (other than a bank holding company, bank or savings association) engaged in
activitiesthat are financial in nature or incidental to activitiesthat are financial in nature without prior approval from the FRB. Prior FRB approval is
required, however, before the financial holding company may acquire control of more than 5% of the voting shares or substantially all of the assets
of abank holding company, bank or savings association. In addition, under the FRB’s merchant banking regulations, afinancial holding company
isauthorized to invest in companies that engage in activities that are not financial in nature, aslong as the financial holding company makesits
investment with the intention of limiting the duration of the investment, does not manage the company on a day-to-day basis, and the company
does not cross-market its products or services with any of the financial holding company’s controlled depository institutions.

If any subsidiary bank of afinancial holding company ceases to be “well-capitalized” or “well-managed” and failsto correct its condition within
the time period that the FRB specifies, the FRB has authority to order the financial holding company to divest its subsidiary banks. Alternatively,
the financial holding company may elect to limit its activities and the activities of its subsidiaries to those permissible for a bank holding company
that is not afinancia holding company. If any subsidiary bank of afinancial holding company receives arating under the Community Reinvestment
Act (the “CRA") of lessthan “satisfactory”, then the financial holding company is prohibited from engaging in new activities or acquiring
companies other than bank holding companies, banks or savings associations until the rating israised to “ satisfactory” or better.

Regulatory Capital Requirements. The FRB hasissued risk-based and |everage capital guidelines applicable to United States banking
organizations. If abank holding company’s capital falls below minimum required levels, then the bank holding company must implement a plan to
increase its capital, and its ability to pay dividends and make acquisitions of new bank subsidiaries may be restricted or prohibited. The FRB’srisk-
based guidelines define atwo-tier capital framework. Tier 1 capital includes common shareholders’ equity, trust preferred securities, minority
interests and qualifying preferred stock, less goodwill and other adjustments. Tier 2 capital consists of preferred stock not qualifying as Tier 1
capital, mandatory convertible debt, limited amounts of subordinated debt, other qualifying term debt and the allowance for credit losses up to
1.25% of risk-weighted assets and other adjustments. The sum of Tier 1 and Tier 2 capital lessinvestmentsin unconsolidated subsidiaries
represents our total capital.

The risk-based capital ratios are calculated by dividing Tier 1 and total capital by risk-weighted assets (including certain off-balance sheet
activities). The FRB's capital adequacy guidelines require that bank holding companies maintain a Tier 1 risk-based capital ratio equal to 4% of its
risk-weighted assets and atotal risk-based capital ratio equal to 8% of its risk-weighted assets. In addition, the FRB has established a minimum
leverage ratio for bank holding companies. The FRB's capital adequacy guidelines require that bank holding companies meeting specified criteria
(including having the highest regulatory rating) maintain a Tier 1 leverage ratio equal to 3% of its average total consolidated assets. All other bank
holding companies generally will be required to maintain aleverage ratio of at least 4%.
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On December 31, 2007, Hawthorn was in compliance with all of the FRB’s capital adequacy guidelines. Hawthorn's capital ratios on December 31,
2007 are shown below:

Tier 1 Risk-Based Total Risk-Based Capital
Leverage Ratio (3% Capital Ratio (4% Ratio (8% minimum
minimum requirement) minimum requirement) requirement)
9.12% 11.08% 13.24%

I nter state Banking and Branching. Under the Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (the “Riegle-Neal Act”), a
bank holding company is permitted to acquire the stock or substantially all of the assets of banks|ocated in any state regardless of whether such
transaction is prohibited under the laws of any state. The FRB will not approve an interstate acquisition if, as aresult of the acquisition, the bank
holding company would control more than 10% of the total amount of insured depositsin the United States or would control more than 30% of the
insured depositsin the home state of the acquired bank. The 30% of insured deposits state limit does not apply if the acquisitionistheinitial entry
into a state by abank holding company or if the home state waives such limit. The Riegle-Neal Act also authorizes banks to merge across state
lines, thereby creating interstate branches. Banks are also permitted to acquire and to establish de novo branchesin other states where authorized
under the laws of those states.

Under the Riegle-Neal Act, individual states may restrict interstate acquisitionsin two ways. A state may prohibit an out-of-state bank holding
company from acquiring a bank located in the state unless the target bank has been in existence for a specified minimum period of time (not to
exceed five years). A state may also establish limits on the total amount of insured deposits within the state which are controlled by a single bank
holding company, provided that such deposit limit does not discriminate against out-of-state bank holding companies.

Sour ce of Strength. FRB policy requires abank holding company to serve as a source of financial and managerial strength to its subsidiary
banks. Under this “source of strength doctrine,” abank holding company is expected to stand ready to use its available resources to provide
adequate capital fundsto its subsidiary banks during periods of financial stress or adversity, and to maintain resources and the capacity to raise
capital which it can commit to its subsidiary banks. Furthermore, the FRB has the right to order a bank holding company to terminate any activity
that the FRB believesisaseriousrisk to the financial safety, soundness or stability of any subsidiary bank.

Liability of Commonly Controlled Institutions. Under cross-guaranty provisions of the Federal Deposit Insurance Act (the “FDIA”), bank
subsidiaries of abank holding company are liable for any lossincurred by the Deposit Insurance Fund (the “ DIF"), the federal deposit insurance
fund for banks, in connection with the failure of any other bank subsidiary of the bank holding company.

Missouri Bank Holding Company Regulation. Missouri prohibits any bank holding company from acquiring ownership or control of any bank
or Missouri depository trust company that has Missouri depositsif, after such acquisition, the bank holding company would hold or control more
than 13% of total Missouri deposits. Because of this restriction, among others, a bank holding company, prior to acquiring control of abank or
depository trust company that has depositsin Missouri, must receive the approval of the Missouri Division of Finance.

Regulation Applicableto our Bank

General. Hawthorn Bank, a Missouri state non-member depository trust company, is subject to the regulation of the Missouri Division of
Finance and the FDIC. The FDIC is empowered to issue cease and desist orders against our Bank if it determines that any activities of our Bank
represent unsafe and unsound banking practices or violations of law. In addition, the FDIC has the power to impose civil money penalties
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for violations of banking statutes and regulations. Regulation by these agenciesis designed to protect the depositors of the Bank; not
shareholders of Hawthorn.

Bank Regulatory Capital Requirements. The FDIC has adopted minimum capital requirements applicable to state non-member banks, which are
similar to the capital adequacy guidelines established by the FRB for bank holding companies. Federal banking laws require the federal regulatory
agencies to take prompt corrective action against undercapitalized financial institutions. A bank isidentified as being “well-capitalized” if it hasa
total Tier 1 leverageratio of 5% or greater, a Tier 1 risk-based capital ratio of 6% or greater and atotal risk-based capital ratio of 10% or greater (and
is not subject to any order or written directive specifying any higher capital ratio).

On December 31, 2007, our Bank was classified as “well-capitalized,” whichisrequired for it to remain afinancia holding company. The capital
ratios and classifications of our Bank as of December 31, 2007 are shown on the following chart.

Tier 1 Risk-Based Total Risk-Based
Leverage Ratio Capital Ratio Capital Ratio
9.33% 11.36% 12.35%

Limitationson Interest Ratesand L oansto One Borrower. Therate of interest abank may charge on certain classes of loansis limited by state
and federal law. At certain timesin the past, these limitations have resulted in reductions of net interest margins on certain classes of |oans. Federal
and state laws impose additional restrictions on the lending activities of banks. The maximum amount that a Missouri state-chartered bank may lend
to any one person or entity is generally limited to 15% of the unimpaired capital of the bank located in a city having a population of 100,000 or more,
20% of the unimpaired capital of the bank located in acity having a population of lessthan 100,000 and over 7,000, and 25% of the unimpaired
capital of the bank if located elsewhere in the state.

Payment of Dividends. Our Bank is subject to federal and state laws limiting the payment of dividends. Under the FDIA, an FDIC-insured
institution may not pay dividends whileit isundercapitalized or if payment would cause it to become undercapitalized. The National Bank Act and
Missouri banking law also prohibit the declaration of adividend out of the capital and surplus of the bank. These laws and regulations are not
expected to have amaterial effect upon the current dividend policies of our Bank.

Community Reinvestment Act. Our Bank is subject to the CRA and implementing regulations. CRA regulations establish the framework and
criteriaby which the bank regulatory agencies assess an institution’s record of helping to meet the credit needs of its community, including low-
and moderate-income neighborhoods. CRA ratings are taken into account by regulatorsin reviewing certain applications made by Hawthorn and its
banking subsidiary.

Limitationson Transactionswith Affiliates. Hawthorn and its non-bank subsidiaries are “ affiliates” within the meaning of the Federal Reserve
Act. Theamount of loans or extensions of credit which our Bank may make to non-bank affiliates, or to third parties secured by securities or
obligations of the non-bank affiliates, are substantially limited by the Federal Reserve Act and the FDIA. Such acts further restrict the range of
permissibl e transactions between a bank and an affiliated company. A bank and its subsidiaries may engage in certain transactions, including loans
and purchases of assets, with an affiliated company only if the terms and conditions of the transaction, including credit standards, are substantially
the same as, or at |east as favorable to the bank as, those prevailing at the time for comparabl e transactions with non-affiliated companies or, in the
absence of comparabl e transactions, on terms and conditions that would be offered to non-affiliated companies.
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Other Banking Activities. Theinvestments and activities of our Bank are also subject to regulation by federal banking agencies regarding
investmentsin subsidiaries, investments for their own account (including limitations on investmentsin junk bonds and equity securities), loansto
officers, directors and their affiliates, security requirements, anti-tying limitations, anti-money laundering, financial privacy and customer identity
verification requirements, truth-in-lending, the types of interest bearing deposit accounts which it can offer, trust department operations, brokered
deposits, audit requirements, issuance of securities, branching and mergers and acquisitions.

Changesin Lawsand Monetary Policies

Recent L egislation. On July 30, 2002, President Bush signed into law the Sarbanes-Oxley Act of 2002. The stated goals of the Sarbanes-Oxley
Act are to increase corporate responsibility, to provide the enhanced penalties for accounting and auditing improprieties at publicly traded
companies and to protect investors by improving the accuracy and reliability of corporate disclosures made pursuant to the securitieslaws. The
proposed changes are intended to allow shareholders to monitor the performance of companies and directors more easily and efficiently.

The Sarbanes-Oxley Act generally appliesto all companiesthat file or are required to file periodic reports with the Securities and Exchange
Commission, or “SEC”, under the Securities and Exchange Act of 1934. Further, the Sarbanes-Oxley Act includes very specified additional
disclosure requirements and new corporate governance rules, requires the SEC, securities exchanges and the Nasdaq Global Market to adopt
extensive additional disclosure, corporate governance and other related rules and mandates further studies of certain issues by the SEC and the
Comptroller General. Given the extensive SEC rolein implementing rules relating to many of the Sarbanes-Oxley Act’s new requirements, the final
scope of these requirements remains to be determined.

The Sarbanes-Oxley Act addresses, among other matters: audit committees; certification of financial statements by the chief executive officer and
the chief financial officer; the forfeiture of bonuses and profits made by directors and senior officersin the twelve month period covered by restated
financial statements; a prohibition oninsider trading during pension plan black out periods; disclosure of off-balance sheet transactions; a
prohibition on personal loansto directors and officers (excluding federally insured financial institutions); expedited filing requirements for stock
transaction reports by officers and directors; the formation of a public accounting oversight board; auditor independence; and various increased
criminal penaltiesfor violations of securities laws. Management has taken various measures to comply with the requirements of the Sarbanes-Oxley
Act.

FutureL egislation. VVarious pieces of legislation, including proposal s to change substantially the financial institution regul atory system, are
from time to time introduced and considered by the Missouri state |egislature and the United States Congress. Thislegislation may change banking
statutes and the operating environment of Hawthorn in substantial and unpredictable ways. If enacted, thislegislation could increase or decrease
the cost of doing business, limit or expand permissible activities or affect the competitive balance among banks, savings associations, credit unions
and other financial institutions. Hawthorn cannot predict whether any of this potential legislation will be enacted and, if enacted, the effect that it,
or any implementing regulations, could have on Hawthorn’s business, results of operations or financial condition.

Fiscal Monetary Policies. Hawthorn's business and earnings are affected significantly by the fiscal and monetary policies of the federal
government and its agencies. Hawthorn is particularly affected by the policies of the FRB, which regulates the supply of money and credit in the
United States. Among the instruments of monetary policy available to the FRB are:

. conducting open market operationsin United States government securities,

. changing the discount rates of borrowings of depository institutions;
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. imposing or changing reserve requirements against depository institutions' deposits; and
. imposing or changing reserve requirements against certain borrowings by bank and their affiliates.

These methods are used in varying degrees and combinations to directly affect the availability of bank loans and deposits, as well asthe interest
rates charged on loans and paid on deposits. The policies of the FRB have amaterial effect on Hawthorn’'s business, results of operations and
financial condition.

The referencesin the foregoing discussion to various aspects of statutes and regulation are merely summaries, which do not purport to be
complete and which are qualified in their entirety by reference to the actual statutes and regulations.

Available I nformation

The address of our principal executive officesis 300 Southwest Longview Boulevard, Lee’'s Summit, Missouri 64081 and our telephone number at
thislocation is (816) 347-8100. Our common stock trades on the Nasdaq Global Market under the symbol “HWBK”.

We electronically file certain documents with the SEC. We file annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K (as appropriate), along with any related amendments and supplements. From time-to-time, we also may file registration and related
statements pertaining to equity or debt offerings. Y ou may read and download our SEC filings over the internet from several commercia document
retrieval services aswell as at the SEC’ sinternet website (www.sec.gov). Y ou may also read and copy our SEC filings at the SEC' s public reference
room located at 100 F Street, NE., Washington, DC 20549. Please call the SEC 1-800-SEC-0330 for further information concerning the public reference
room and any applicable copy charges.

Our internet website address is www.hawthornbancshares.com. Under the “Documents” section of our website
(www.hawthornbancshares.com), we make available our public filings with the SEC, including our Annual Report on Form 10-K, Quarterly Reports
on Form 10-Q, Current Reports on Form 8-K, or any amendments to those reports filed or furnished to the SEC pursuant to Section 13(a) of the
Securities Exchange Act of 1934. Our Company will provide a copy of any of our public filings, excluding exhibits, free of charge upon written
request made to Kathleen L. Bruegenhemke, Hawthorn Bancshares, Inc., 132 East High Street, Jefferson City, MO 65101. Please note that any
internet addresses provided in thisreport are for information purposes only and are not intended to be hyperlinks. Accordingly, no information
found and/or provided at such internet addresses is intended or deemed to be incorporated by reference herein.

Item 1A. Risk Factors.

Risk Factors

We areidentifying important risks and uncertainties that could affect our Company’s results of operations, financial condition or business and
that could cause them to differ materially from our Company’s historical results of operations, financial condition or business, or those
contemplated by forward-looking statements made herein or elsewhere, by, or on behalf of, our Company. Factors that could cause or contribute to
such differencesinclude, but are not limited to, those factors described below. Therisk factors highlighted below are not the only ones that our
Company faces.

Because We Primarily Serve Missouri, A Declinen The L ocal Economic Conditions Could Lower Hawthorn's Profitability. The profitability
of Hawthorn is dependant on the profitability of its banking subsidiary, which operates out of central and west central Missouri. The financial
condition of thisbank is affected by fluctuations in the economic conditions prevailing in the portion of Missouri in which its
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operations are located. Accordingly, the financial conditions of both Hawthorn and its banking subsidiary would be adversely affected by
deterioration in the general economic and real estate climatein Missouri.

An increase in unemployment, a decrease in profitability of regional businesses or real estate values or an increase in interest rates are among
the factors that could weaken the local economy. With aweaker local economy:

. customers may not want or need the products and services of Hawthorn's banking subsidiary,
. borrowers may be unable to repay their loans,

. the value of the collateral security of our Bank’sloans to borrowers may decline, and

. the overall quality of our Bank’sloan portfolio may decline.

M aking mortgage loans and consumer loansis a significant source of profits for Hawthorn’s banking subsidiary. If individual customersin the
local area do not want these |oans, profits may decrease. Although our Bank could make other investments, our Bank may earn less revenue on
these investments than on loans. Also, our Bank’slosses on loans may increase if borrowers are unable to make payments on their loans.

Interest Rate Changes May Reduce Our Profitability And Our Banking Subsidiary. The primary source of earnings for Hawthorn’s banking
subsidiary is net interest income. To be profitable, our Bank hasto earn more money in interest and fees on loans and other interest-earning assets
than it pays asinterest on deposits and other interest-bearing liabilities and as other expenses. If prevailing interest rates decrease, as has already
happened on several occasions since January 2001, including in 2008, the amount of interest our Bank earn on loans and investment securities may
decrease more rapidly than the amount of interest our Bank has to pay on deposits and other interest-bearing liahilities. Thiswould result in a
decrease in the profitability of Hawthorn and its banking subsidiary, other factors remaining equal.

Changesin thelevel or structure of interest rates also affect

. our Bank's ability to originate loans,

. the value of our Bank’sloan and securities portfolios,

. our Bank’s ahility to realize gains from the sale of loans and securities,
. the average life of our Bank’s deposits, and

. our Bank’s ability to obtain deposits.

Fluctuationsin interest rates will ultimately affect both the level of income and expense recorded on alarge portion of our Bank’s assets and
liabilities, and the market value of all interest-earning assets, other than interest-earning assets that mature in the short term. Our Bank’sinterest
rate management strategy is designed to stabilize net interest income and preserve capital over a broad range of interest rate movements by
matching the interest rate sensitivity of assets and liabilities. Although Hawthorn believes that its Bank’s current mix of loans, mortgage-backed
securities, investment securities and depositsis reasonable, significant fluctuationsin interest rates may have a negative effect on the profitability
of our Bank.

Our Profitability Depends On Their Asset Quality And Lending Risks. Successin the banking industry largely depends on the quality of loans
and other assets. The loan officers of Hawthorn's banking subsidiary are actively encouraged to identify deteriorating loans. Loans are also
monitored and categorized through an analysis of their payment status. For example, recent reviews by our credit officer identified areas of concern
that resulted in heightened attention being given to reducing concentrations of credit and, in particular, to strengthening credit quality and
administration. Our Bank’s failure to timely and accurately monitor the quality of itsloans and other assets could have amaterially adverse effect on
the operations and financial condition of Hawthorn and its banking subsidiary. Thereis a degree of credit risk associated with any lending activity.
Our Bank attempts to minimize its credit risk through loan diversification. Although
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our Bank’sloan portfolio is varied, with no undue concentration in any oneindustry, substantially all of theloansin the portfolio have been made
to borrowersin central, west central, and southwest Missouri. Therefore, the loan portfolio is susceptible to factors affecting the central, west
central, and southwest Missouri areaand the level of non-performing assetsis heavily dependant upon local conditions. There can be no
assurance that the level of our Bank’s non-performing assets will not increase above current levels. High levels of non-performing assets could
have amaterially adverse effect on the operations and financial condition of Hawthorn and its banking subsidiary.

Our Provision For Probable L oan Losses May Need To Be Increased. Hawthorn's banking subsidiary makes a provision for |oan losses based
upon management’s analysis of probable losses in the loan portfolio and consideration of prevailing economic conditions. Our Bank may need to
increase the provision for loan losses through additional provisionsin the future if the financial condition of any of its borrowers deteriorates or if
real estate values decline. Furthermore, various regulatory agencies, as an integral part of their examination process, periodically review the loan
portfolio, provision for loan losses, and real estate acquired by foreclosure of our Bank. Such agencies may require our Bank to recognize additions
to the provision for loan losses based on their judgments of information available to them at the time of the examination. Any additional provision
for probable loan losses, whether required as aresult of regulatory review or initiated by Hawthorn itself, may materially alter the financial outlook
of Hawthorn and its banking subsidiary.

If We Are Unable To Successfully Compete For Customersin Our Market Area, Our Financial Condition And Results Of Operations Could
Be Adver sely Affected. Hawthorn's banking subsidiary faces substantial competition in making loans, attracting deposits and providing other
financial products and services. Our Bank has numerous competitors for customersin its market area.

Such competition for loans comes principally from:
. other commercial banks

. savings banks

. savings and loan associations

. mortgage banking companies

. finance companies

. credit unions

Competition for deposits comes principally from:
. other commercial banks
. savings banks
. savings and loan associations
. credit unions
. brokerage firms
. insurance companies
. money market mutual funds
. mutual funds (such as corporate and government securities funds)

Many of these competitors have greater financial resources and name recognition, more | ocations, more advanced technology and more financial
products to offer than our Bank. Competition from larger institutions may increase due to an accel eration of bank mergers and consolidationsin
Missouri and the rest of the nation. In addition, the Gramm-L each-Bliley Act removes many of the remaining restrictionsin federal banking law
against cross-ownership between banks and other financial institutions, such asinsurance companies and securities firms. The law will likely
increase the number and financial strength of companies that compete directly with our Bank. The profitability of our Bank depends of its continued
ability to attract new customers and compete in Missouri. New competitors, aswell as the expanding operations of existing competitors, have had,
and are expected to continue to have, an adverse impact on our Bank’s market share of deposits and loansin our Bank’s service areas. |f our Bank
isunable to successfully compete, itsfinancial condition and results of operationswill be adversely affected.
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We May Experience DifficultiesIn Managing Our Growth And In Effectively I ntegrating Newly Acquired Companies. As part of our general
strategy, Hawthorn may continue to acquire banks and businesses that it believes provide a strategic fit with its business. To the extent that our
Company does grow, there can be no assurances that we will be able to adequately and profitably manage such growth. Acquiring other banks and
businesses will involve risks commonly associated with acquisitions, including:

. potential exposure to liabilities of the banks and businesses acquired;
. difficulty and expense of integrating the operations and personnel of the banks and businesses acquired;

. difficulty and expense of instituting the necessary systems and procedures, including accounting and financial reporting systems, to
manage the combined enterprises on aprofitable basis;

. potential disruption to our existing business and operations;
. potential diversion of the time and attention of our management; and
. impairment of relationships with and the possible loss of key employees and customers of the banks and businesses acquired.

The success of our internal growth strategy will depend primarily on the ability of our banking subsidiary to generate an increasing level of loans
and deposits at acceptable risk levels and on acceptabl e terms without significant increases in non-interest expenses relative to revenues
generated. Thereis no assurance that we will be successful in implementing our internal growth strategy.

WeMay Be Adversely Affected By ChangesIn Laws And Regulations Affecting The Financial Services|ndustry. Banks and bank holding
companies such as Hawthorn are subject to regulation by both federal and state bank regulatory agencies. The regulations, which are designed to
protect borrowers and promote certain social policies, include limitations on the operations of banks and bank holding companies, such as minimum
capital requirements and restrictions on dividend payments. The regulatory authorities have extensive discretion in connection with their
supervision and enforcement activities and their examination policies, including the imposition of restrictions on the operation of abank, the
classification of assets by an institution and requiring an increase in abank’s allowance for loan losses. These regulations are not necessarily
designed to maximize the profitability of banking institutions. Future changes in the banking laws and regulations could have a material adverse
effect on the operations and financial condition of Hawthorn and its banking subsidiary.

Our Success L argely Depends On The Efforts Of Our Executive Officers. The success of Hawthorn and its banking subsidiary has been
largely dependant on the efforts of James Smith, Chairman and CEO and David Turner, President and the other executive officers. Theseindividuals
are expected to continue to perform their services. However, the loss of the services of Messrs. Smith or Turner, or any of the other key executive
officers could have amaterially adverse effect on Hawthorn and its subsidiary bank.

We Cannot Predict How Changes I n Technology Will Affect Our Business. The financial services market, including banking services, is
increasingly affected by advancesin technology, including developmentsin:

. telecommunications

. data processing

. automation

. Internet-based banking
. telebanking

. debit cards and so-called “smart cards”
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Our ability to compete successfully in the future will depend on whether they can anticipate and respond to technological changes. To develop
these and other new technologies our Bank will likely have to make additional capital investments. Although our Bank continually investsin new
technology, there can be no assurance that our Bank will have sufficient resources or access to the necessary proprietary technology to remain
competitivein the future.

Additional Factors. Additional risks and uncertainties that may affect the future results of operations, financial condition or business of our
Company and its banking subsidiary include, but are not limited to: (i) adverse publicity, news coverage by the media, or negative reports by
brokerage firms, industry and financial analysts regarding our Bank or our Company; and (ii) changes in accounting policies and practices.

Item 1B. Unresolved Staff Comments.

None.

Item 2. Properties.
Neither Hawthorn Bancshares nor Union State Bancshares owns or leases any property.

On February 14, 2007, our principal offices were relocated from Jefferson City, Missouri to Hawthorn Bank’s branch located at 300 Southwest
Longview Boulevard, Lee's Summit, Missouri. The Lee's Summit location will serve as our principal officestemporarily until permanent facilitiesare
located in the Kansas City metropolitan area.

Thetable below providesalist of our Bank’sfacilities.

Net Book Value at

December 31,
Approximate Owned or 2007
Location Square Footage Leased (in thousands)
8127 East 171st Street 13,000 Owned $3,373
Belton, Missouri
4675 Gretna Road 11,000 Owned $2,184
Branson, Missouri
1000 West Buchanan 2,270 Owned $ 800
Street California, Missouri
102 North Second Street 11,524 Owned $2,371
Clinton, Missouri
115 North Main Street 1,500 Owned $ 579
Clinton, Missouri
1603 East Ohio 5,760 Owned $ 816
Clinton, Missouri
1400 East Ohio Street 13,551 Owned $4,140
Clinton, Missouri
1712 East Ohio Street 600 Leased (1) N/A

Clinton, Missouri

(insideaWal-Mart store)

1101 North Highway 13 1,500 Owned $ 46
Collins, Missouri
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Net Book Value at

December 31,
Approximate Owned or 2007
Location Square Footage Leased (in thousands)

1110 Club Village Drive 5,000 Owned $2,818
Columbia, Missouri
115 South 2nd Street 4,000 Owned $ 316
Drexel, Missouri
100 Plaza Drive 4,000 Owned $ 707
Harrisonville, Missouri
17430 East 39th Street 4,070 Owned $1,689
Independence, Missouri
220 West White Oak 1,800 Owned $ 179
Independence, Missouri
132 East High Street 34,800 Owned $4,754
Jefferson City, Missouri
3701 West Truman 21,000 Owned $ 359
Boulevard
Jefferson City, Missouri
211 West Dunklin Street 2,400 Owned $ 736
Jefferson City, Missouri
800 Eastland Drive 4,100 Owned $ 989
Jefferson City, Missouri
7321 South Lindbergh 1,302 Leased (2) N/A
St. Louis, MO
300 S.W. Longview 11,700 Owned $3,589
Boulevard Le€'s Summit, Missouri
335 Chestnut 1,580 Owned $ 85
Osceola, Missouri
500 North Mott Drive, 462 Leased (3) N/A
#103C Raymore, Missouri
(in the Foxwood Springs
Seniors Center)
595 VFW Memoria Drive 2,236 Owned $ 115
St. Robert, Missouri
321 West Battlefield 12,500(4) Owned $1,600
Springfield, Missouri
445 South Moreau 1,962 Owned $ 111
Tipton, Missouri
200 West Main Street 8,900 Owned $ 645
Warsaw, Missouri
1891 Commercial Drive 11,000 Owned $2,534
Warsaw, Missouri
125 South Main 3,600 Owned $ 427

Windsor, Missouri

(1) Theinitid five-year term of the lease expired in January 2004, at which time our Bank exercised the first of two five-year renewal options
granted to it for the lease of this facility.

(2) Theterm of thislease isthree years beginning March 7, 2006.
(3) Theterm of thislease can be terminated at any time upon thirty days notice.
(4) Of the 12,500 square feet of space, 6,600 square feet of space isleased to a non-affiliate.
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Management believes that the condition of each of our Bank’s facilities presently is adequate for its business and that such facilities are
adequately covered by insurance.

Item 3. L egal Proceedings.

None of Hawthorn or its subsidiariesisinvolved in any material pending legal proceedings, other than routine litigation incidental to their
business.

Item 4. Submission of Mattersto a Vote of Security Holders.

No matter was submitted to avote of the holders of our Company’s common stock during the fourth quarter of the year ended December 31,
2007.

EXECUTIVE OFFICERS OF THE REGISTRANT

Executive officers of our Company are appointed by the board of directors and serve at the discretion of the board. The following table setsforth
certain information with respect to all executive officers of our Company.

Name Age Position
James E. Smith 63 Chairman, Chief Executive Officer and Director
David T. Turner 51 President and Director
Richard G. Rose 56 Chief Financial Officer
Kathleen L. Bruegenhemke 42 Senior Vice President and Secretary
JamesH. Taylor, Jr. 58 Senior Vice President and Senior Credit Officer

The business experience of the executive officers of our Company during the last five yearsis asfollows:

James E. Smith has served as adirector of Hawthorn Bank (or of its constituent predecessors) since 1975 and of our Company since 1997. He
served as vice chairman of our Company from 1998 through March 2002 when he assumed the responsibilities of chairman and chief executive
officer, as president and secretary of Hawthorn Bank from 1975 through May 2000 when he was promoted to chairman and chief executive officer,
as president of a predecessor to Hawthorn Bank from January 2000 through October 2002, and as vice chairman of another predecessor to
Hawthorn Bank from October 2002 through March 2007.

David T. Turner has served as adirector of Hawthorn Bank (or of its constituent predecessors) and of our Company since January 1997.
Mr. Turner served as vice chairman of our Company from June 1998 through March 2002 when he assumed the position of president. From 1993
until June 1998, he served as senior vice president of our Company. Mr. Turner served as president of a predecessor to Hawthorn Bank from
January 1997 through March 2002 when he assumed the position of chairman, chief executive officer and president. He served as senior vice
president of that same predecessor from June 1992 through December 1996 and as its vice president from 1985 until June 1992.

Richard G. Rose has served as Chief Financia Officer of our Company since June 2007 and Senior Vice President and Chief Financial Officer of
Hawthorn Bank (or of one of its constituent predecessors) since June 2007. Mr. Rose served as Treasurer of our Company from July 1998 through
June 2007 and Senior Vice President and Controller of our Bank from July 1998 through June 2007. Prior to joining Hawthorn Bank, he served as
Senior Vice President and Controller of the First National Bank of St. Louis from June 1979 until June 1998.
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Kathleen L. Bruegenhemke has served as Senior Vice President and Secretary of our Company since November 1997. From January 1992 until
November 1997, she served as Internal Auditor of Hawthorn Bank (or of one of its constituent predecessors). Prior to joining our Bank, Ms.
Bruegenhemke served as a Commissioned Bank Examiner for the Federal Deposit I nsurance Corporation.

James H. Taylor, Jr. has served as Senior Vice President and Senior Credit Officer of our Company since June 2005. Prior to joining our
Company, Mr. Taylor served as an executive officer in various senior management capacities with Deutsche Financial Services Corp., awholly
owned subsidiary of Deutsche Bank, A.G., Frankfort, Germany.

There is no arrangement or understanding between any executive officer and any other person pursuant to which such executive officer was
selected as an officer.

PART Il
Iltem 5. Market for Registrant’s Common Equity, Related Stockholder Mattersand | ssuer Purchases of Equity Securities.

Pursuant to General Instruction G(2) to Form 10-K, the information required by this Item, other than that referred to below, isincorporated herein
by reference to the information under the caption “Market Price of and Dividends on Equity Securities and Related Matters” in our Company’s 2007
Annual Report to Shareholders.

Werefer you to Item 12 of thisreport under the caption “ Securities Authorized For | ssuance Under Equity Compensation Plans” for certain
equity plan information.

Our Purchases of Equity Securities

The following table summarizes the purchases made by or on behalf of our Company or certain affiliated purchasers of shares of our common
stock during the fourth quarter of the year ended December 31, 2007:

(d) Maximum Number

(a) Total (b) (c) Total Number of (or Approximate Dollar
Number of Average Shares (or Units) Value) of Shares (or
Shares(or  Price Paid  Purchased as Part of Units) that May Yet Be
Units) per Share  Publicly Announced Purchased Under the
Period Purchased (or Unit) Plans or Programs Plans or Programs *
October 1-31, 2007 — — — $1,280,783
November 1-30, 2007 5,000 $29.06 5,000 $1,135,483
December 1-31, 2007 = = — $1,135,483
Tota 5,000 $29.06 5,000 $1,135,483

* On August 22, 2001, our Company announced that our Board of Directors authorized the purchase, through open market transactions, of up
to $2,000,000 market value of our Company’s common stock. Management was given discretion to determine the number and pricing of the
shares to be purchased, aswell as, the timing of any such purchases. On November 26, 2002, our Company announced that our board of
directors authorized an additional $2,000,000 for the purchase of our Company’s stock through open market transactions.
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Item 6. Selected Financial Data.

Pursuant to General Instruction G(2) to Form 10-K, the information required by this Item isincorporated herein by reference to information under
the caption “ Selected Consolidated Financial Data” in our Company’s 2007 Annual Report to Shareholders.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operation.

Pursuant to Genera Instruction G(2) to Form 10-K, the information required by this Item isincorporated herein by reference to the information
under the caption “Management’s Discussion and Analysis of Financial Condition and Results of Operations’ in our Company’s 2007 Annual
Report to Shareholders.

Forward-L ooking Statements

Thisreport, including information included or incorporated by reference in thisreport, contains certain forward-looking statements with respect
to the financial condition, results of operations, plans, objectives, strategy, future performance and business of our Company and its subsidiaries,
including, without limitation:

. statements that are not historical in nature, and

. statements preceded by, followed by or that include the words “ believes,” “expects,” “may,” “will,” “should,” “could,” “anticipates,”
“estimates,” “intends” or similar expressions.

Forward-looking statements are not guarantees of future performance or results. They involve risks, uncertainties and assumptions. Actual
results may differ materially from those contemplated by the forward-looking statements due to, among others, the following factors:

. competitive pressures among financial services companies may increase significantly,

. costs or difficulties related to the integration of the business of Hawthorn and its acquisition targets may be greater than expected,
. changesin the interest rate environment may reduce interest margins,

. genera economic conditions, either nationally or in Missouri, may be less favorable than expected,

. legislative or regulatory changes may adversely affect the business in which Hawthorn and its subsidiaries are engaged,

. technological changes may be more difficult or expensive than anticipated, and

. changes may occur in the securities markets.

We have described additional factorsthat could cause actual resultsto be materially different from those described in the forward-looking
statements, which factors areidentified in Item 1A of thisreport under the heading “Risk Factors.” Other factorsthat we have not identified in this
report could also have this effect. Y ou are cautioned not to put undue reliance on any forward-looking statement, which speak only as of the date
such statement is made. Except as otherwise required by law, we undertake no obligation to publicly update or revise any forward-looking
statement to reflect events or circumstances after the date of thisreport or to reflect the occurrence of unanticipated events.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

Pursuant to General Instruction G(2) to Form 10-K, the information required by this Item isincorporated herein by reference to:

() theinformation under the caption “Management’s Discussion and Analysis of Financial Condition and Results of Operations — I nterest
Sensitivity” in our Company’s 2007 Annual Report to Shareholders; and

(i)  theinformation under the caption “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Risk
Management” in our Company’s 2007 Annual Report to Shareholders.

Item 8. Financial Statements and Supplementary Data.

Pursuant to Genera Instruction G(2) to Form 10-K, the information required by this Item isincorporated herein by reference to the report of the
independent auditors and the information under the caption “ Consolidated Financial Statements” in our Company’s 2007 Annual Report to
Shareholders.

Item 9. Changesin and Disagreements With Accountants on Accounting and Financial Disclosure.

None.

Item 9A. Controls and Procedures.

Evaluation of Disclosure Controlsand Procedures.

Our Company’s management has eval uated, with the participation of our principal executive and principal financial officers, the effectiveness of
our disclosure controls and procedures as of December 31, 2007. Based upon and as of the date of that evaluation, our principal executive officer
and principal financial officer concluded that our disclosure controls and procedures were effective to ensure that information required to be
disclosed in the reports we file and submit under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported as and when
required. It should be noted that any system of disclosure controls and procedures, however well designed and operated, can provide only
reasonable, and not absolute, assurance that the objectives of the system are met. In addition, the design of any system of disclosure controls and
proceduresis based in part upon assumptions about the likelihood of future events. Because of these and other inherent limitations of any such
system, there can be no assurance that any design will always succeed in achieving its stated goals under all potential future conditions, regardless
of how remote.

Internal Controls Over Financial Reporting.

Management’s Report on I nternal Control Over Financial Reporting.

Our Company’s management is responsible for establishing and maintaining adequate internal control over financial reporting, as such termis
defined in Securities Exchange Act Rule 13a-15(f). Under the supervision and with the participation of our management, including our principal
executive officer and principal financial officer, we conducted an evaluation of the effectiveness of our internal control over financial reporting
based on the framework in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Based on our evaluation under the framework in Internal Control — Integrated Framework, our Company’s management
concluded that our internal control over financial reporting was effective as of December 31, 2007. Our management’s assessment of the
effectiveness of our internal control
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over financial reporting as of December 31, 2007 has been audited by KPMG LLP, an independent registered public accounting firm, as stated in
their report which isincluded herein.

Changesin Internal Controls.

There has been no change in our Company’sinternal control over financial reporting that occurred during the fiscal quarter ended December 31,
2007 that has materially affected, or isreasonably likely to materially affect, our internal control over financial reporting.

Report of | ndependent Registered Public Accounting Firm.

The Board of Directors and Stockholders
Hawthorn Bancshares, Inc.:

We have audited Hawthorn Bancshares, Inc.’s (the Company) internal control over financial reporting as of December 31, 2007, based on criteria
established in Internal Control— ntegrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.
Hawthorn Bancshares, Inc.’s management is responsible for maintaining effective internal control over financial reporting and for its assessment of
the effectiveness of internal control over financial reporting, included in the accompanying Management’s Report on Internal Control over
Financial Reporting. Our responsibility isto express an opinion on the Company’sinternal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonabl e assurance about whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtaining an understanding of internal control over financial reporting, assessing the risk that
amaterial weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our
audit also included performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’sinternal control over financial reporting is a process designed to provide reasonabl e assurance regarding the reliability of financial
reporting and the preparation of financial statementsfor external purposesin accordance with U.S. generally accepted accounting principles. A
company’sinternal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statementsin accordance with U.S. generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of management and directors
of the company; and (3) provide reasonabl e assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of
the company’s assets that could have amaterial effect on the financial statements.

Because of itsinherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectivenessto future periods are subject to therisk that controls may become inadequate because of changesin conditions, or that
the degree of compliance with the policies or procedures may deteriorate.
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In our opinion, Hawthorn Bancshares, Inc. maintained, in al material respects, effective internal control over financial reporting as of
December 31, 2007, based on criteria established in Internal Control— ntegrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated
balance sheets of Hawthorn Bancshares, Inc. and subsidiaries as of December 31, 2007 and 2006, and the related consolidated statements of
income, stockholders’ equity and comprehensive income, and cash flows for each of the yearsin the three-year period ended December 31, 2007,
and our report dated March 14, 2008 expressed an unqualified opinion on those consolidated financial statements.

/s KPMGLLP
St. Louis, Missouri
March 14, 2008
Item 9B. Other Information.
None.
PART III

Item 10. Directors, Executive Officer sand Cor por ate Gover nance.

Pursuant to General Instruction G(3) to Form 10-K, the information required by this Item, other than that referred to below, isincorporated herein
by referenceto:

(i)  theinformation under the caption “Item 1: Election of Directors—What is the structure of our board and how often are directors elected?”
in our Company’s definitive Proxy Statement for its 2008 Annual Meeting of Shareholdersto befiled pursuant to Regulation 14A;

(i)  theinformation under the caption “Item 1: Election of Directors—Who are this year’s nominees?’ in our Company’s definitive Proxy
Statement for its 2008 Annual Meeting of Shareholdersto be filed pursuant to Regulation 14A;

(i)  theinformation under the caption “Item 1: Election of Directors—What is the business experience of the nominees and of our continuing
board members?’ in our Company’s definitive Proxy Statement for its 2008 Annual Meeting of Shareholdersto be filed pursuant to
Regulation 14A;

(iv) theinformation under the caption “Executive Officers of the Registrant” in Part | of thisreport;

(v) theinformation under the caption “ Section 16(a) Beneficial Ownership Reporting Compliance” in our Company’ s definitive Proxy
Statement for its 2008 Annual Meeting of Shareholdersto befiled pursuant to Regulation 14A;

(vi) theinformation under the caption “Corporate Governance and Board Matters—Consideration of Director Nominees’ in our Company’s
definitive Proxy Statement for its 2008 Annual Meeting of Shareholdersto be filed pursuant to Regulation 14A; and
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(vii) theinformation under the caption “ Corporate Governance and Board Matters—Committees of the Board—Audit Committee” in our
Company’s definitive Proxy Statement for its 2008 Annual Meeting of Shareholdersto be filed pursuant to Regulation 14A.

Code of Ethics

Our Company has adopted a Code of Business Conduct and Ethics for directors, officers and employeesincluding, our principal executive
officer, principal financial officer, principal accounting officer, controller and persons performing similar functions. This Code of Business Conduct
and Ethicsis posted on our internet website (www.hawthornbancshares.com) under “ Governance Documents’ and is available for your
examination. A copy of this Code will be furnished without charge upon written request to Kathleen L. Bruegenhemke, Secretary, Hawthorn
Bancshares, Inc., 132 East High Street, Jefferson City, Missouri 65101. Any substantive amendment to, or waiver from, aprovision of this Code that
appliesto our principal executive officer, principal financial officer, principal accounting officer, controller, or persons performing similar functions
will be disclosed in areport on Form 8-K.

Item 11. Executive Compensation.

Pursuant to General Instruction G(3) to Form 10-K, the information required by this Item isincorporated herein by reference to:

()  theinformation under the caption “ Executive Compensation and Related Matters” in our Company’ s definitive Proxy Statement for its 2008
Annual Meeting of Shareholdersto be filed pursuant to Regulation 14A;

(i)  theinformation under the caption “ Corporate Governance and Board Matters—Director Compensation” in our Company’s definitive Proxy
Statement for its 2008 Annual Meeting of Shareholdersto be filed pursuant to Regulation 14A; and

(i)  theinformation under the caption “ Corporate Governance and Board M atters—Compensation Committee Interlocks and I nsider
Participation” in our Company’s definitive Proxy Statement for its 2008 Annual Meeting of Shareholdersto befiled pursuant to
Regulation 14A.

Item 12. Security Ownership of Certain Beneficial Ownersand Management and Related Stockholder Matters.

Pursuant to General Instruction G(3) to Form 10-K, the information required by this Item, other than that presented below, isincorporated herein
by reference to the information under the caption “ Ownership of Common Stock” in our Company’s definitive Proxy Statement for its 2008 Annual
Meeting of Shareholdersto be filed pursuant to Regulation 14A.
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Securities Authorized For Issuance Under Equity Compensation Plans

Our Company has two equity compensation plans for its employees pursuant to which options, rights or warrants may be granted. The following
isasummary of the sharesreserved for issuance pursuant to outstanding options, rights or warrants granted under equity compensation plans as
of December 31, 2007:

Number of securities remaining
Number of securitiesto be Weighted-average exercise available for future issuance under

issued upon exercise of price of outstanding equity compensation plans
outstanding options, options, warrants and (excluding securities reflected in
Plan category warrants and rights rights column (a))
(@ (b) ©
Equity compensation plans approved by security holders 242,968* $ 27.23 593,845* *
Equity compensation plans not approved by security holders -0- -0- -0-
Total 242,968* $ 27.23 593,845* *

*

Consists of shares reserved for issuance pursuant to outstanding stock option grants under our Company’ s incentive stock option plan.

**  Consists of 193,845 shares available for future issuance under our Company’sincentive stock option plan and 400,000 shares available for
future issuance under our Company’s 2007 omnibus incentive plan.

Item 13. Certain Relationships and Related Transactions, and Director |ndependence.

Pursuant to General Instruction G(3) to Form 10-K, the information required by this Item isincorporated herein by reference to:

()  theinformation under the caption “ Related Party Transactions” in our Company’s definitive Proxy Statement for its 2008 Annual Meeting
of Shareholdersto befiled pursuant to Regulation 14A;

(i)  theinformation under the caption “Item 1: Election of Directors—What is the structure of our board and how often are directors elected?”
in our Company’s definitive Proxy Statement for its 2008 Annual Meeting of Shareholdersto be filed pursuant to Regulation 14A; and

(i)  theinformation under the caption “ Corporate Governance and Board M atters—Committees of the Board” in our Company’s definitive
Proxy Statement for its 2008 Annual Meeting of Shareholdersto be filed pursuant to Regulation 14A.

Item 14. Principal Accountant Feesand Services.

Pursuant to Genera Instruction G(3) to Form 10-K, the information required by this Item isincorporated herein by reference to the information
under the caption “Independent Auditor Fees and Services’ in our Company’s definitive Proxy Statement for its 2008 Annual Meeting of
Shareholdersto be filed pursuant to Regulation 14A.
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PART IV

Item 15. Exhibits, Financial Statements Schedules.
(a) Exhibits, Financia Statements and Financial Statement Schedules:

1. Financial Statements:

The following consolidated financial statements of our Company and reports of our Company’s independent registered public accounting firm,
included in our Annual Report to Shareholders for the year ended December 31, 2007 under the caption “ Consolidated Financial Statements’, are
incorporated herein by reference:

Report of Independent Registered Public Accounting Firm.
Consolidated Balance Sheets as of December 31, 2007 and 2006.
Consolidated Statements of Income for the years ended December 31, 2007, 2006 and 2005.
Consolidated Statements of Stockholders' Equity and Comprehensive Income for the years ended December 31, 2007, 2006 and 2005.
Consolidated Statements of Cash Flows for the years ended December 31, 2007, 2006 and 2005.
Notesto Consolidated Financial Statements.
2. Financial Statement Schedules:

Financial statement schedules have been omitted because they either are not required or are not applicable or because equivalent information
has been included in the financial statements, the notes thereto or elsewhere herein.

3. Exhibits:

Exhibit No. Description

31 Restated Articles of Incorporation of our Company (filed as Exhibit 3.1 to our Company’s current report on Form 8-K on August 9,
2007 and incorporated herein by reference).

32 Amended and Restated Bylaws of our Company (filed as Exhibit 3.2 to our Company’s current report on Form 8-K on November 1,
2007 and incorporated herein by reference).

4 Specimen certificate representing shares of our Company’s $1.00 par value common stock (filed as Exhibit 4 to our Company’s
Annual Report on Form 10-K for the year ended December 31, 1999 and incorporated herein by reference).

10.1 Employment Agreement, dated November 3, 1997, between our Company and James E. Smith (filed as Exhibit 10.4 to our Company’s
Annua Report on Form 10-K for the year ended December 31, 1997 and incorporated herein by reference).*

10.2 Exchange National Bancshares, Inc. Incentive Stock Option Plan (filed as Exhibit 10.2 to our Company’s Annual Report on Form 10-

K for the year ended December 31, 1999 and incorporated herein by reference).*
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Exhibit No. Description

10.3 Form of Change of Control Agreement and schedule of partiesthereto (filed as Exhibit 10.2 to our Company’s Quarterly Report on
Form 10-Q for the quarterly period March 31, 2005 and incorporated herein by reference).*

104 Rel ocation Agreement, dated June 20, 2007, between our Company and JamesH. Taylor, Jr. and LauraA. Taylor, individually and
astrustees of the Taylor, Jr. Trust dated October 18, 1998 (filed as Exhibit 10.1 to our Company’s current report on Form 8-K on
June 22, 2007 and incorporated herein by reference).*

105 Employment Agreement, dated May 31, 2005, between our Company and James H. Taylor, Jr.*

13 Our Company’s 2007 Annual Report to Shareholders (only those portions of this Annual Report to Shareholders which are
specifically incorporated by reference into this Annual Report on Form 10-K shall be deemed to be filed with the Commission).

14 Code of Business Conduct and Ethics of our Company (filed as Exhibit 14 to our Company’s Annual Report on Form 10-K for the
year ended December 31, 2003 and incorporated herein by reference).

21 List of Subsidiaries

23 Consent of Independent Registered Public Accounting Firm.

24 Power of Attorney (included on the signature page to this Annual Report on Form 10-K).

311 Certification of Chief Executive Officer pursuant to Rule 13a-14(a) and Rule 15d-14(a) of the Securities Exchange Act, as amended.

312 Certification of Chief Financial Officer pursuant to Rule 13a-14(a) and Rule 15d-14(a) of the Securities Exchange Act, as amended.

32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

32.2 Certification of Chief Financia Officer pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of

2002.

* Management contracts or compensatory plans or arrangements required to be identified by Item 15(a).
(b) Exhibits.
See exhibitsidentified above under Item 15(a)3.
(¢) Financia Statement Schedules.

Seefinancial statement schedulesidentified above under Item 15(a)2, if any.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.
HAWTHORN BANCSHARES, INC.

Dated: March 14, 2008 By /s/ JamesE. Smith
James E. Smith, Chairman of the Board
and Chief Executive Officer

KNOW ALL PERSONSBY THESE PRESENTS, that each person whose signature appears below constitutes and appoints James E. Smith and
Richard G. Rosg, or either of them, his attorneys-in-fact, for such person in any and all capacities, to sign any amendmentsto thisreport and to file
the same, with exhibits thereto, and other documents in connection therewith, with the Securities and Exchange Commission, hereby ratifying and
confirming all that either of said attorneys-in-fact, or substitute or substitutes, may do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, thisreport has been signed below by the following persons on behalf of the
registrant and in the capacities and on the dates indicated.

Date Signature and Title

March 14, 2008 /9 James E. Smith

James E. Smith, Chairman of the Board and Chief
Executive Officer (Principal Executive Officer)

March 14, 2008 /9 Richard G. Rose

Richard G. Rose, Chief Financia Officer
(Principal Financial Officer and Principal
Accounting Officer)

March 14, 2008 /s/ David T. Turner
David T. Turner, Director

March 14, 2008 /s/ Charles G. Dudenhoeffer, Jr.
Charles G. Dudenhoeffer, Jr., Director

March 14, 2008 /s/ Philip D. Freeman
Philip D. Freeman, Director

March 14, 2008 /s Kevin L. Riley
Kevin L. Riley, Director

March 14, 2008 /9 Julius F. Wall,
Julius F. Wall, Director

March 14, 2008 /s Gus S. Wetzdl, 11
Gus S. Wetzdl, I, Director
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EXHIBIT INDEX
Exhibit No. Description Page No.

105 Employment Agreement, dated May 31, 2005, between our Company and James H. Taylor, Jr.

13 Our Company’s 2007 Annual Report to Shareholders (only those portions of this Annual Report to
Sharehol ders which are specifically incorporated by reference into this Annual Report on Form 10-K shall be
deemed to be filed with the Commission).

21 List of Subsidiaries.

23 Consent of Independent Registered Public Accounting Firm.

24 Power of Attorney (included on the signature page to this Annual Report on Form 10-K).

311 Certification of Chief Executive Officer pursuant to Rule 13a-14(a) and Rule 15d-14(a) of the Securities Exchange
Act, asamended.

31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a) and Rule 15d-14(a) of the Securities Exchange
Act, as amended.

321 Certification of Chief Executive Officer pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

32.2 Certification of Chief Financial Officer pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the

(Back To Top)

Section 2;

Sarbanes-Oxley Act of 2002.
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Exhibit 10.5

EMPLOYMENT AGREEMENT

THISAGREEMENT (this“ Agreement”) is entered into this 31st day of May, 2005, between Exchange National Bancshares, Inc., a Missouri
corporation (the “Company”), and James H. Taylor, Jr. (the “Employee”). Collectively, the Company, the Employee, and the Bank (as defined below)
may be referred to asthe “ Parties” and each individually asa“ Party.”

WITNESSETH:

WHEREAS, the Company is a bank holding company controlling 100% of the issued and outstanding shares of common stock of Union State
Bank & Trust of Clinton, aMissouri trust company (the “Bank™); and

WHEREAS, Employee desires to become employed by the Company in an executive capacity as Senior Vice President and Senior Credit Officer
of the Company for aperiod of at |east three (3) years, and the Company desires to employ Employee to serve in such capacity, for the
compensation and in accordance with the terms and provisions contained in this Agreement; and

NOW, THEREFORE, in consideration of the foregoing and the mutual promises and covenants contained herein, the Company and Employee
agree asfollows:

1. Employment. The Company agrees to employ the Employee and the Employee agrees to be employed by the Company in an executive capacity
upon the terms and conditions of this Agreement for a period of three (3) years from and after the date of this Agreement, and any extensions
thereafter, unless earlier terminated as provided in Section 9 hereof. At each anniversary of the date of this Agreement, this Agreement shall be
automatically extended for one additional year unless the Company or the Employee gives the other party written notice of such party’sintention
not to extend the Agreement at least thirty (30) days prior to such anniversary date. Employee agrees that he will accept employment as Senior Vice
President and Senior Credit Officer of the Company, without limitation of other titles, for the effective period of this Agreement. The Employee's
primary location of employment during the term of this Agreement shall bein Saint Louis, Missouri unless the Employee consentsin writing to
relocate to another geographic location.

2. Compensation. For all services rendered by the Employee to the Company, the Company shall pay the Employee asalary of not less than one
hundred fifty thousand dollars ($150,000) per year, payable in accordance with the customary payroll practices of the Company, but in no event less
freguently than monthly. Salary payments shall be subject to withholding and other applicable taxes. Employee shall be eligible for merit-based
increases in compensation on the terms and conditions offered to employees of the Company generally having responsibilities commensurate to
that of Employee. Employee shall be eligible to participate in such bonus or other incentive compensation plans as currently are or may be
established by the Company for employees generally having responsibilities commensurate to
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that of Employee, provided that in any given fiscal year, the bonus compensation to the Employee shall not be less than 20% of Employee’s base
saary.

3. Expenses. The Company shall reimburse the Employee for al ordinary and necessary expensesincurred and paid by the Employeein the
course of the performance of the Employee’s duties pursuant to this Agreement and consistent with the Company’s policiesin effect from timeto
time with respect to travel, entertainment, other business expenses, and expenses relating to memberships in business organizations, including
without limitation the Risk Management Association and the Certified Fraud Examiners Association. Reimbursement of such expenses shall be
subject to the Company’s requirements with respect to the manner of reporting such expenses.

4. Additional Benefits. The Employee shall be eligible for such fringe benefits, if any, by way of insurance, hospitalization, vacations, stock
bonus plans, and profit sharing plans normally provided to employees of the Company generally having responsibility commensurate to that of the
Employee and such additional benefits as may be from time to time agreed upon in writing between the Employee and the Company; and further
provided, to that there shall be no waiting period for eligibility to participate in such additional benefits. The Company shall provide to the
Employee a new Company owned or leased automobile of ayear, make, and model agreed to between the Company and the Employee, befitting the
executive office held by Employee not less than every three years, and the Company shall pay the expenses related to the use, upkeep, and
insurance of the vehicle. At the termination of this Agreement, Employee shall have the option to purchase the vehicle for the contractual buy-out
price of any loan or lease on the vehicle. If the vehicleis not financed or leased by the Company, Employee shall have the option to purchase the
vehicle at awholesale value to be agreed upon between the Company and Employee. The tax treatment of all fringe benefits shall be handled in a
manner consistent with the customary practices of the Bank and the Company.

5. Duties. The Employee agrees that so long as he is employed under this Agreement he will (i) to the satisfaction of the Company devote his
best efforts and his entire business time to further the interests of the Company, (ii) at all times be subject to the direction and control of the Board
of Directors of the Company with respect to his activities on behalf of the Company, (iii) comply with all rules, orders and regulations of the
Company, (iv) truthfully and accurately maintain and preserve such records and make all reports as the Company may require, and (v) fully account
for all monies and other property of the Company of which he may from time to time have custody and deliver the same to the Company whenever
and however directed to do so.

6. Covenant Not To Disclose Confidential |nformation. The Employee acknowledges that during the course of his employment with the Company
he has or will have access to and knowledge of certain information and data which the Company considers confidential and that the release of such
information or data to unauthorized persons would be extremely detrimental to the Company. As a consequence, the Employee hereby agrees and
acknowledges that he owes a duty to the Company not to disclose, and agrees that, during or after the term of his employment, without the prior
written consent of the Company he will not




communicate, publish or disclose, to any person anywhere or use any Confidential Information (as hereinafter defined) for any purpose other than
carrying out his duties as contemplated by this Agreement. The Employee will use his best efforts at all timesto hold in confidence and to
safeguard any Confidential Information from falling into the hands of any unauthorized person and, in particular, will not permit any Confidential
Information to be read, duplicated, or copied. The Employee will return to the Company all Confidential Information in the Employee's possession
thereof, or whenever the Company shall so request, and in any event will promptly return all such Confidential Information if the Employee's
relationship with the Company is terminated for any reason and will not retain any copies thereof. The term “Confidential Information” shall mean
any information or data used by or belonging or relating to the Company that is not known generally to the banking community, including without
limitation, any and all proprietary data and information relating to the Company’s or the Bank’s past, present or future business plans, services
offered, financial information, customer lists, and other information concerning customers, depositors, and borrowers of the Company or any
subsidiary of the Company, whether or not reduced to writing, or information or data which the Company advises the Employee should be treated
as confidential information.

7. Covenant Not To Compete. The Employee agrees that during the term of his employment by the Company, and for a period of two (2) years
from and after the termination of such employment for any reason other than atermination by the Employee pursuant to Section 9(c), he will not,
directly or indirectly, without the express written consent of the Company:

a. own, manage, operate, control, or participate in the ownership, management, operation, control, or financing of, or have any interest,
financial or otherwise, in or act as an officer, director, partner, principal, employee, agent, representative, consultant, or independent contractor
of, or in any way assist any bank, savings and loan, savings bank, or other financial institution (other than the Bank) that islocated or has an
officein Cole County, Missouri.

b. solicit for employment or hire any employees of the Bank; or
c. solicit, or interfere with, any contracts or business relationships with any customer, depositor, or borrower of the Bank.

8. Remedies. In the event that the Employee breaches any of the foregoing covenants and assurances contained in Section 6 or 7, the Company
and it successors and assigns, in addition to such other remedies which may be available to them, shall be entitled to an injunction, including a
mandatory injunction, to be issued by any court of competent jurisdiction ordering compliance with this Agreement or enjoining or restraining the
Employee, and each and every person, firm, or company acting in concert or participation with him, from the continuation of such breach. Should a
court of competent jurisdiction find that an actual breach occurred, the Employee shall pay to the Company all ascertainable damages, including
costs and reasonabl e attorneys' fees sustained by the Company by reason of the breach of said covenant and assurances. The obligations of the
Employee and the rights of the




Company, its successors and assigns under Sections 6 and 7 of this Agreement shall survive the termination of this Agreement. The covenant and
the obligations of the Employee set forth in Sections 6 and 7 are in addition to and not in lieu of or exclusive of any other obligations and duties of
the Employee to the Company, whether express or implied in fact or in law.

9. Termination Prior to Changein Control.

a This Agreement shall terminate immediately upon the death, disability, or adjudication of legal incompetence of the Employee. Termination
pursuant to this subparagraph (a) shall not affect any benefits Employee or Employee’s successors may be entitled to under any life or disability
policy provided to the Employee by the Company. For purposes of this Agreement, the Employee shall be deemed disabled when the Employee
has become unable, by reason of physical or mental disability, to satisfactorily perform his essential job duties and thereis no reasonable
accommodation that can be provided to enable him to be a qualified individual with a disability under applicable law. Such matters shall be
determined by, or to the reasonabl e satisfaction of, the Board of Directors of the Company.

b. This Agreement may be terminated by the Company upon notice to the Employee for “ Cause.” For purposes of this Agreement, “ Cause’
shall mean the occurrence of any of the following events:

i. Performance by the Employee of illegal or fraudulent acts, criminal conduct or willful misconduct, or gross negligence relating to the
activities of the Company or the Bank;

ii. Performance by the Employee of any criminal actsinvolving moral turpitude having amaterial adverse effect upon the Company or the
Bank, including, without limitation, upon their profitability, reputation, or goodwill;

iii. Failure by the Employee to perform his duties in amanner which he knows, or has reason to know, to bein the Company’s or the Bank’s
best interests, which he failsto cure within thirty days after receiving written notice thereof;

iv. Continued conduct by the Employee that is damaging to the business, employee, or customer relations of the Company or the Bank and
which is ongoing more than thirty days after receiving written notice from the Company or the Bank to cease such conduct; or

v. Any other material breach of the Employee’s obligations under this Agreement which isincurable or which he failsto cure within thirty
days after receiving written notice thereof.




c. This Agreement may be terminated by the Employee upon written notice to the Company in the event of amaterial breach of the
Company'’s obligations under this Agreement which isincurable or which the Company failsto cure within 15 days after receiving written notice
thereof.

d. Inthe event this Agreement is terminated for Cause, the parties' obligations under this Agreement shall terminate immediately (except as
otherwise provided herein), and neither the Employee nor his estate, heirs, successors, or assigns shall be entitled to any further compensation
under the Agreement other than payment of any unpaid severance or compensation that accrued prior to such termination; provided, however,
that the termination of this Agreement pursuant to subsections (b) or (c) of this Section shall not limit any other remedies to which the
terminating party may be entitled to in law or equity asaresult of any breach of this Agreement by the other Party.

e. In the event that the Employee's employment with the Company is terminated by the Company, other than for “Cause,” or if the Employee
shall voluntarily terminate his employment pursuant to subsection (c) of this section, then, in either case, the Company agreesto continue to
pay to Employee his monthly salary asin effect at the time of termination for the remaining effective period under the Agreement, but in any
scenario for no less than twelve (12) months, following the date of termination of employment, and during such period shall aso continue to pay
the Employee'sinsurance benefit costs up to the dollar amount paid by the Company during the year immediately prior to such termination;
provided, however, in the event of a“ Change of Control,” as defined in that certain Agreement attached as Appendix A and incorporated herein
(the “Change of Control Agreement”), the provisions of the Change of Control Agreement will apply. To the extent there are any inconsistent
provisionsin the Change of Control Agreement and the Employment Agreement, the Change of Control Agreement will control, invalidating any
inconsistent or duplicative provision in the Employment Agreement.

f. Transfer of the Employee to a successor or permitted assign of the Company which shall offer employment to Employee on comparable
terms as the Company shall not be considered termination of Employment for purposes of this Agreement. Any such offer of employment which
requires relocation by Employee shall not be considered comparable. Further, any required change in geographic location, whether or not it
follows a Change of Contral, if not accepted by Employee, shall constitute a termination without “ Cause,” and further shall relieve Employee of
his obligations under Section 7 and entitle Employee to the payment specified in Section 9(e). Should Employee agree to change in geographic
location, the Company shall reimburse Employee for all costs associated with moving to the new geographic location, including without
limitation the costs of moving Employee's personal belongings and other property.
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10. Successors.

a. This Agreement is personal to the Employee and shall not be assigned by Employee without prior written consent of the Company
otherwise than by will or the laws of descent and distribution.

b. This Agreement shall inure to the benefit of and be binding upon the Company and its successors and assigns.

¢. The Company will require any successor (whether direct or indirect, by purchase, merger, consolidation, or otherwise) to all or substantially
all of the business and/or assets of the Company to assume expressly and agree to perform this Agreement in the same manner and to the same
extent that the Company would be required to perform it if no such succession had taken place.

11. Severability. Theinvalidity or unenforceability of any provision of this Agreement shall not affect the validity or enforceability of any other
provision of this Agreement.

12. Waiver of Breach. Failure of the Company to demand strict compliance with any of the terms, covenants, or conditions of this Agreement
shall not be deemed awaiver of the term, covenant, or condition, nor shall any waiver or relinquishment by the Company of any right or power
hereunder at any one time or more times be deemed awaiver or relinquishment of the right or power at any other time or times.

13. No Conflicts. The Employee represents and warrants to the Company that neither the execution nor delivery of this Agreement, nor the
performance of the Employee’'s obligations hereunder will conflict with, or result in a breach of, any term, condition, or provision of, or constitute a
default under, any obligation, contract, agreement, covenant, or instrument to which the Employeeis aparty or under which the Employee is bound,
including without limitation, the breach by the Employee of afiduciary duty to any former employers.

14. Entire Agreement; Amendment. This Agreement cancels and supersedes all previous agreements relating to the subject matter of this
Agreement, written or oral, between the parties hereto and contains the entire understanding of the parties relating to the terms of the Employee’s
employment and shall not be amended, modified, or supplemented in any manner whatsoever except as otherwise provided herein or in writing
signed by each of the parties.

15. Headings. The headings of the sections of this Agreement have been inserted for convenience of reference only and shall in no way restrict
or otherwise modify any of the terms or provisions hereof.

16. Governing Law. This Agreement and all rights and obligations of the Parties shall be governed by, and construed and interpreted in
accordance with, the laws of the State




of Missouri applicable to agreements made and to be performed entirely within the State, including all matters of enforcement, validity, and
performance.

17. Arbitration. Any dispute between any of the Parties or claim by a Party against another Party arising out of or in relation to this Agreement or
inrelation to any alleged breach thereof shall be finally determined by arbitration in accordance with the rules then in force of the American
Arbitration Association, except as otherwise provided for in this Agreement. The arbitration proceedings shall take place in Saint Louis, Missouri,
or such other location as the Partiesin dispute may agree upon; and such proceedings shall be governed by the laws of the State of Missouri as
such laws are applied to agreements between residents of such State entered into and to be performed entirely within that State.

The Parties shall agree upon one arbitrator, who shall be an individual skilled in the legal and business aspects of the subject matter of this
Agreement and of the dispute. If the Parties cannot agree upon one arbitrator, each Party in dispute shall select one arbitrator and the arbitrators so
selected shall select athird arbitrator. In the event the arbitrators cannot agree upon the selection of athird arbitrator, the third arbitrator shall be
appointed by the American Arbitration Association at the request of the Partiesin dispute. The arbitrator shall, if possible, beindividuals skilled in
the legal and business aspects of the subject of the Agreement and of the dispute.

The decision rendered by the arbitrator or arbitrators shall be accompanied by awritten opinion in support thereof. The decision shall befinal
and binding upon the Parties without right to appeal. Judgment upon the decision may be entered into in any court having jurisdiction thereof, or
application may be made to that court for ajudicia acceptance of the decision and an order of enforcement. Costs of the arbitration shall be
assessed by the arbitrator or arbitrators against any or all of the partiesin dispute, and shall be paid promptly by the Party or Parties so assessed.

18. Counterparts. This Agreement may be executed in any number of counterparts, each of which shall be deemed to be an original and all of
which together shall constitute one agreement which is binding upon al Parties.

19. Notice. All notices, requests, demands, and other communications shall be deemed duly given if delivered by hand or if mailed by certified or
registered mail with postage prepaid or nationally recognized delivery service with delivery confirmed, addressed as follows:

If to the Company:

Exchange National Bancshares, Inc.
132 E. High Street

Jefferson City, MO 65010-0688
Attn: President




If to the Employee:

JamesH. Taylor, Jr.
6729 Wynfield Terrace Drive
St. Louis, MO 63129

or to any other address as either party may provide to the other in writing.
THISAGREEMENT CONTAINSA BINDING ARBITRATION PROVISION WHICH MAY BE ENFORCED BY THE PARTIES.
IN WITNESS WHEREOF, the Company and Employee have executed this Agreement as of the day and year first above written.

COMPANY:
EXCHANGE NATIONAL BANCSHARES, INC.
By: /¢/ JamesE. Smith

Name: JamesE. Smith
Title:  Chairman & CEO

EMPLOYEE:

/s/ JamesH. Taylor, Jr.
JamesH. Taylor, Jr.

(Back To Top)
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BANCSHARES
March 14, 2008
Dear Investors.

2007 was a challenging year for Hawthorn Bancshares, Inc. The Federal Reserve Board's actions tightened our spread between interest
bearing assets and liabilities which resulted in net interest income decreasing $1,637,000 or 4.1% compared to 2006. Additionally, Company
resources were focused on internally re-organizing and re-branding our four separate banking subsidiariesinto one bank and one operating
platform. Nonrecurring expenses related to the consolidation, which was completed during the 4th quarter of 2007, totaled $1,207,000. We knew
that our investment in re-branding the entire organization would be sizable, but felt it was important to set a strong foundation for Hawthorn
Bank under asingle identity to make it easier for customers to do business with us and to distinguish Hawthorn Bank from the other banksin the
region.

Capitalization, expressed in terms of tier one capital to adjusted average total assets (leverage ratio), was 9.12% at year-end 2007 compared to
8.77% at December 31, 2006. Tota capital to risk-weighted assets was 13.24% at December 31, 2007 compared to 13.84% at year-end 2006. Both
ratios continue to exceed the Federal Reserve's definition of “well capitalized”. Shareholders received dividends totaling $0.84 per sharein 2007
which was consistent with dividends paid in 2006. At December 31, 2007, our Company’s dividend yield was 3.36%. Management is proud of our
Company'’s healthy dividend.

Regarding 2007 financia highlights, total assetsincreased to $1,195,804,000. For 2007, return on average equity was 7.22% and the return on
average assets was 0.67%, compared to 10.79% and 0.95% respectively for 2006.

Weakening Economy...Consumers Not Keeping Up...Price of Oil Hitsanother All Time High...Bearish Outlook...Sub-prime Lending
Crisis...With headlines like these from major news sources, it is apparent that the financial industry isfacing its greatest challengesin decades.
Despite our challenging environment, Hawthorn Bancshares, Inc. is poised to weather these turbulent times. We increased the balance of our
allowance for loan losses $267,000 to $9,282,000 at year-end 2007 (1.02% of outstanding loans). Net charge-offs for 2007 were $887,000 compared
to $1,396,000 for 2006. While total non-performing loans did increase slightly from 0.62% of total loans at 2006 to 0.67% at year end 2007, this
level isstill considered manageable.

Aswe move forward in our strategic planning process, | assure you that Hawthorn Bancshares, Inc. will not lose sight of itslong standing
tradition of providing unrivaled customer service. Hawthorn Bancshares' philosophy of having local leadership in decision making roles will
remain unchanged. The Directors and Management of our Company believe that Hawthorn Bancshares, Inc. has not reached its full financial
potential. We are excited about things to come. Thank you for your continued support as we move forward with our strategic plan.

Sincerely,
}ljlﬁifﬁf'.z! /"(Jf{(‘f/ﬁf’,

JAMESE. SMITH
Chairman & Chief Executive Officer

Hawthorn Bancshares | 300 SW. Longview Blvd. | Lee's Summit, MO 6408-2101 | T 816.268.6318 | F 816.268.6318 | NASDAQ:HWBK




HAWTHORN BANCSHARES, INC.
DESCRIPTION OF BUSINESS

Our Company, Hawthorn Bancshares, Inc., isabank holding company registered under the Bank Holding Company Act of 1956, as amended.
Hawthorn was incorporated under the laws of the State of Missouri on October 23, 1992 as Exchange National Bancshares, Inc. and changed its
name to Hawthorn Bancshares, Inc. in August 2007. Hawthorn owns all of the issued and outstanding capital stock of Union State Bancshares,
Inc., which in turn owns all of the issued and outstanding capital stock of Hawthorn Bank. Hawthorn and Union State Bancshares each received
approval from the Federal Reserve and elected to become afinancial holding company on October 17, 2001.

Hawthorn acquired Hawthorn Bank and its constituent predecessor banks, as well as Union State Bancshares, in a series of transactions that are
summarized asfollows:

. On April 7, 1993 our Company acquired al of the issued and outstanding capital stock of The Exchange National Bank of Jefferson City, a
national banking association, pursuant to a corporate reorganization involving an exchange of shares;

. On November 3, 1997, our Company acquired Union State Bancshares, Inc., and Union’s wholly-owned subsidiary, Union State Bank and
Trust of Clinton;

. Following the May 4, 2000 acquisition of Citizens State Bank of Calhoun by Union State Bank, Citizens State Bank merged into Union State
Bank to form Citizens Union State Bank & Trust;

. On January 3, 2000, our Company acquired Osage Valley Bank;
. On June 16, 2000, Hawthorn acquired City National Savings Bank, FSB, which was then merged into Exchange National Bank; and
. On May 2, 2005, our Company acquired all of the issued and outstanding capital stock of Bank 10, a Missouri state bank.

On December 1, 2006, our Company announced its development of a strategic plan in which, among other things, Exchange National Bank,
Citizens Union State Bank, Osage Valley Bank and Bank 10 would be consolidated into a single bank under a Missouri statetrust charter. This
consolidation was completed in October 2007, and our subsidiary bank is now known as Hawthorn Bank.

Except as otherwise provided herein, references herein to “Hawthorn” or our “Company” include Hawthorn and its consolidated subsidiaries,
and references herein to our “Bank” refersto Hawthorn Bank and its constituent predecessors.

Our subsidiary Bank isafull service bank conducting ageneral banking business, offering its customers checking and savings accounts, debit
cards, certificates of deposit, safety deposit boxes and awide range of lending services, including commercial and industrial loans, residential real
estate loans, single payment personal loans, installment loans and credit card accounts. In addition, our Bank provides trust services.

The deposit accounts of our Bank are insured by the Federal Deposit Insurance Corporation (the “FDIC”) to the extent provided by law. The
operations of our Bank are supervised and regulated by the FDIC and the Missouri Division of Finance. Periodic examinations of our Bank are
conducted by representatives of the FDIC and the Missouri Division of Finance. Such regulations, supervision and examinations are principally for
the benefit of depositors, rather than for the benefit of shareholders. Hawthorn Bancsharesis subject to supervision and examination by the Federal
Reserve Board.




SELECTED CONSOLIDATED FINANCIAL DATA

The following table presents selected consolidated financial information for our Company as of and for each of the yearsin the five-year period
ended December 31, 2007. The selected consolidated financial data should be read in conjunction with the Consolidated Financial Statements of our
Company, including the related notes, presented el sewhere herein.

(Dollars expressed in thousands, except share and per share data)

Year Ended December 31,

2007 2006 2005 2004 2003

Income Statement Data
Interest income $ 74,207 71,423 57,340 41,091 38,922
Interest expense 37,175 32,766 23,673 13,387 12,798

Net interest income 37,032 38,657 33,667 27,704 26,124
Provision for loan |osses 1,154 1,326 1,322 942 1,092

Net interest income after provision for loan |osses 35,878 37,331 32,345 26,762 25,032
Security gains (losses), net 2 (18) (25) (8) 38
Other noninterest income _ 10,223 __ 8618 7,290 5,741 6,666

Tota noninterest income 10,221 8,600 7,265 5,733 6,704
Noninterest expense 35,054 30,148 25,368 20,383 18,536
Income before income taxes 11,045 15,783 14,242 12,112 13,200
Income taxes 3,245 4,908 4,327 3,807 4,156
Net income $ 7,800 10,875 9,915 8,305 9,044
Dividends
Declared on common stock $ 3504 3,503 3,503 3,378 3,183
Paid on common stock 3,504 3,503 3,378 3,378 2,988
Ratio of total dividends declared to net income 44.92% 32.21 35.33 40.67 35.19
Per ShareData
Basic earnings per common share $ 1.87 2.61 2.38 1.99 2.17
Diluted earnings per common share 1.85 2.59 2.36 1.98 2.15
Basic weighted average shares of common stock

outstanding 4,171,163 4,169,847 4,169,847 4,169,847 4,169,432
Diluted weighted average shares of common stock

outstanding 4,210,844 4,204,547 4,198,859 4,204,752 4,209,272
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Balance Sheet Data Year Ended December 31,

(at period end) 2007 2006 2005 2004 2003
Investment securities $ 157,368 189,773 179,692 171,718 188,956
Loans 911,278 812,312 813,535 636,637 583,919
Total assets 1,195,804 1,142,712 1,126,470 923,874 875,596
Total deposits 921,257 899,865 881,455 726,649 665,262
Securities sold under agreements to repurchase and

other short term borrowed funds 25,730 31,196 38,094 35,413 73,672
Subordinated notes 49,486 49,486 49,486 25,774 —
Other borrowed money 77,915 47,368 52,180 39,525 41,630
Total stockholders’ equity 111,199 104,945 96,733 91,771 87,783
Earnings Ratios
Return on average total assets 0.67% 0.95 091 0.93 1.09
Return on average stockholders' equity 7.22 10.79 10.47 9.16 10.45
Asset Quality Ratios
Allowance for loan losses to |oans 1.02 111 112 1.18 1.42
Nonperforming loansto loans (1) 0.67 0.62 111 0.96 0.52
Allowance for loan losses to nonperforming loans (1) 152.54 177.95 100.39 123.05 274.29
Nonperforming assets to loans and foreclosed assets (2) 0.92 0.96 1.30 0.97 0.54
Net loan charge-offs to average loans 0.10 0.17 0.15 0.29 0.03
Capital Ratios
Average stockholders’ equity to average total assets 9.34% 8.80 8.73 10.11 10.39
Total risk-based capital ratio 13.24 13.84 12.70 14.58 10.98
Tier 1 risk-based capital ratio 11.08 11.28 9.83 13.47 9.78
Leverageratio 9.12 8.77 7.88 10.39 7.18

(1) Nonperforming loans consist of nonaccrual loans and |oans contractually past due 90 days or more and still accruing interest.
(2) Nonperforming assets consist of nonperforming loans and foreclosed assets.
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A WORD CONCERNING FORWARD-LOOKING STATEMENTS

This report contains certain forward-looking statements with respect to the financial condition, results of operations, plans, objectives, future
performance and business of our Company and its subsidiaries, including, without limitation:

« statementsthat are not historical in nature, and

" ow

« statements preceded by, followed by or that include the words “ believes,
“estimates,” “intends” or similar expressions.

expects,” “may,” “will,” “should,” “could,” “anticipates,”

Forward-looking statements are not guarantees of future performance or results. They involverisks, uncertainties and assumptions. Actual results
may differ materially from those contemplated by the forward-looking statements due to, among others, the following factors:

e competitive pressures among financial services companies may increase significantly,

¢ costsor difficultiesrelated to the integration of the business of Hawthorn and its acquisition targets may be greater than expected,
¢ changesin theinterest rate environment may reduce interest margins,

« genera economic conditions, either nationally or in Missouri, may be less favorable than expected,

« legislative or regulatory changes may adversely affect the businessin which Hawthorn and its subsidiaries are engaged, and

« changes may occur in the securities markets.

We have described under the caption “Risk Factors’ in our Annual Report on Form 10-K for the year ended December 31, 2007, and in other reports
that we file with the SEC from time to time, additional factors that could cause actual resultsto be materially different from those described in the
forward-looking statements. Other factors that we have not identified in this report could also have this effect. Y ou are cautioned not to put undue
reliance on any forward-looking statement, which speak only as of the date they were made.
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MANAGEMENT’SDISCUSSION AND ANALYSISOF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

This overview of management’s discussion and analysis highlights selected information in this document and may not contain all of the
information that isimportant to you. For amore complete understanding of trends, events, commitments, uncertainties, liquidity, capital resources
and critical accounting estimates, you should carefully read this entire document. These have an impact on our Company’sfinancial condition and
results of operation.

Material Challenges and Risks: Our Company may experience difficulties in managing growth and in effectively integrating newly established
branches. As part of our general strategy, our Company may continue to acquire banks and establish de novo branches that we believe provide a
strategic fit. To the extent that our Company does grow, there can be no assurances that we will be able to adequately and profitably manage such
growth.

The successes of our Company’s growth strategy will depend primarily on the ability of our banking subsidiariesto generate an increasing level
of loans and deposits at acceptable risk levels and on acceptabl e terms without significant increases in non-interest expenses relative to revenues
generated. Our Company’s financial performance also depends, in part, on our ability to manage various portfolios and to successfully introduce
additional financial products and services. Furthermore, the success of our Company’s growth strategy will depend on our ability to maintain
sufficient regulatory capital levels and on general economic conditions that are beyond our control.

Revenue Sour ce: Through its branch network, our Bank provides products and servicesin four defined geographic areas. The products and
services offered include a broad range of commercial and personal banking services, including certificates of deposit, individual retirement and
other time deposit accounts, checking and other demand deposit accounts, interest checking accounts, savings accounts, and money market
accounts. Loans include real estate, commercia, installment, and other consumer loans. Other financial servicesinclude automatic teller machines,
trust services, credit related insurance, and safe deposit boxes. The revenues generated by each business segment consist primarily of interest
income, generated primarily from the loan and debt and equity security portfolios, and service charges and fees, generated from the deposit
products and services. The geographic areas are defined to be communities surrounding Jefferson City, Clinton, Warsaw, Springfield, Branson and
Lee's Summit, Missouri. The products and services are offered to customers primarily within their respective geographical areas. The business
segment results which follow are consistent with our Company’sinternal reporting system which is consistent, in all material respects, with
generally accepted accounting principles and practices prevalent in the banking industry.

Much of our Company’s business is commercial, commercial real estate development, and mortgage lending. Our Company has experienced
continued strong loan demand in the communities within which we operate even during economic slowdowns. Our Company’sincome from
mortgage brokerage activitiesis directly dependent on mortgage rates and the level of home purchases and refinancings.

Our Company’s primary source of revenue is net interest income derived primarily from lending and deposit taking activities. A secondary
source of revenue isinvestment income. Our Company also derivesincome from trust, brokerage, credit card and mortgage banking activities and
service chargeincome.

Our Company 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 statementsin accordance with U.S. GAAP, our
Company 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 resultswill not differ from those estimates.




EXECUTIVE SUMMARY

Our Company’ s consolidated net income decreased $3,075,000 or 28.3% to $7,800,000 for 2007 compared to $10,875,000 for 2006 and followed a
$960,000 or 9.7% increase for 2006 compared to 2005. Basic earnings per common share increased from $2.38 for 2005 to $2.61 for 2006 and decreased
to $1.87 for 2007. Diluted earnings per common share increased from $2.36 for 2005 to $2.59 for 2006 and decreased to $1.85 for 2007. Return on
average total assetsincreased from 0.91% for 2005 to 0.95% for 2006 and decreased to 0.67% for 2007. Return on average total stockholders' equity
increased from 10.47% for 2005 to 10.79% for 2006 and decreased to 7.22% for 2007.

Average |oans outstanding increased $24,065,000 or 2.9% to $848,771,000 for 2007 compared to $824,706,000 for 2006 and followed a $81,324,000
or 10.9% increase for 2006 compared to 2005.

Average commercial loans outstanding decreased approximately $1,184,000 or 0.79% for 2007 compared to 2006 and followed a $1,829,000 or 1.3%
decrease for 2006 compared to 2005. Average real estate loans outstanding increased approximately $27,633,000 or 4.33% for 2007 compared to 2006
and followed a $25,785,000 or 5.4% increase for 2006 compared to 2005. Average consumer |oans outstanding decreased approximately $2,384,000 or
6.7% for 2007 compared to 2006 and followed a $2,906,000 or 8.1% decrease for 2006 compared to 2005.

While much of the banking industry experienced adown turn in real estate lending due to problemsin the sub-prime real estate market, our
Company experienced an increase in our real estate lending operations. Our Company’sreal estate |loan growth is primarily in the area of commercial
real estate lending. Our Company does not make sub-prime residential real estate |oans. It should be noted that consumer |oans decreased on
average in 2007 and 2006. These decreases reflect the low rates that exist in the consumer auto market that is fueled by manufacturers' low or zero
rate financing programs. Our Company chose to not aggressively pursue consumer auto loans during the periods presented and as such this
portion of the loan portfolio declined in balance.

Average investment securities and federal funds sold decreased $16,082,000 or 7.9% to $188,375,000 for 2007 compared to $204,457,000 for 2006
and followed a $36,489,000 or 15.1% decrease for 2006 compared to 2005. The decrease in average investment securities during 2007 and 2006
reflects the use of investment liquidity to fund our Company’s growth in the loan portfolio.

Average depositsincreased $17,024,000 or 1.9% to $903,881,000 for 2007 compared to $886,857,000 for 2006 and followed a $44,502,000 or 5.3%
increase for 2006 compared to 2005. These increases are aresult of our expanded branch network.

Average federal funds purchased and securities sold under agreements to repurchase decreased $11,289,000 or 26.7% to $31,061,000 for 2007
compared to $42,350,000 for 2006 and followed a $3,915,000 or 8.5% decrease for 2006 compared to 2005.

Average interest-bearing demand notesto U.S. Treasury decreased $499,000 or 70.1% to $205,000 for 2007 compared to $704,000 for 2006 and
followed a$8,000 or 1.1% increase for 2006 compared to 2005. Balancesin this account are governed by the U.S. Treasury’s funding requirements.
The decrease in 2007 is due to our Company changing from a Treasury Tax and L oan Note Option Depositary to a Treasury Tax and Loan
Remittance bank.

Average subordinated notes was $49,486,000 in 2007 and 2006 and followed a $3,872,000 or 10.9% increase for 2006 compared to 2005. Our
Company issued $23,712,000 of subordinated notesin March 2005. In 2005 the proceeds were used to provide part of the funding for the acquisition
of Bank 10.

Average other borrowed money decreased $3,131,000 or 5.5% to $53,626,000 for 2007 compared to $56, 757,000 for 2006 and followed a $8,327,000
or 17.2% increase for 2006 compared to 2005. The decrease in 2007 reflects a net decrease in Federal Home Loan Bank advances. Theincreasein
2006 reflectsincreased funding for loan growth.

Average stockholders’ equity increased $7,231,000 or 7.2% to $108,052,000 for 2007 compared to $100,821,000 for 2006 and followed a $6,158,000
or 6.5% increase for 2006 compared to 2005. The increases represent net income retained in excess of dividends declared plus adjustments for
unrealized gains or losses on debt and equity securities, net of taxes.




CRITICAL ACCOUNTING POLICIES

The following accounting policies are considered most critical to the understanding of our Company’sfinancial condition and results of
operations. These critical accounting policies require management’s most difficult, subjective and complex judgments about mattersthat are
inherently uncertain. Because these estimates and judgments are based on current circumstances, they may change over time or proveto be
inaccurate based on actual experiences. In the event that different assumptions or conditions were to prevail, and depending upon the severity of
such changes, the possibility of a materially different financial condition and/or results of operations could reasonably be expected. The impact and
any associated risks related to our critical accounting policies on our business operationsis discussed throughout “Management’s Discussion and
Analysis of Financial Condition and Results of Operations,” where such polices affect our reported and expected financial results. For adetailed
discussion on the application of these and other accounting policies, see Note 1 of our consolidated financial statements.

Allowance for Loan L osses

We have identified the accounting policy related to the allowance for oan losses as critical to the understanding of our Company’s results of
operations, since the application of this policy requires significant management assumptions and estimates that could result in materially different
amountsto 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 “Lending and Credit Management” section below.

Income Taxes

Our Company estimatesincome tax expense based on amounts expected to be owed to various tax jurisdictions. Accrued taxes represent the net
estimated amount due or to be received from taxing jurisdictions either currently or in the future and are reported in other assets or other liabilities
on the Consolidated Balance Sheet. In estimating accrued taxes, our Company assesses the relative merits and risks of the appropriate tax treatment
considering statutory, judicial and regulatory guidance in the context of the tax position. Because of the complexity of tax laws and regulations,
interpretation can be difficult and subject to legal judgment given specific facts and circumstances. It is possible that others, given the same
information, may at any point in time reach different reasonable conclusions regarding the estimated amounts of accrued taxes.

Changesin the estimate of accrued taxes occur periodically due to changesin tax rates, interpretations of tax laws, the status of examinations
being conducted by various taxing authorities, and newly enacted statutory, judicial and regulatory guidance that impact the relative merits and
risks of tax positions. These changes, when they occur, affect accrued taxes and can be significant to the operating results of our Company.
Management believes the accrual for tax liabilitiesis adequate for all open audit years based on its assessment of many factors, including past
experience and interpretations of tax law appliesto the fact of each matter. Our Company’s state and federal income tax returnsfor 2004 to 2007 are
open tax years. As of December 31, 2007, there were no federal or state income tax examinationsin process.

Effective January 1, 2007, our Company adopted Financial Accounting Standards Board (FASB) Interpretation 48, Accounting for Uncertainty in
Income Taxes, an Interpretation of FAS No. 109, Accounting for Income Taxes (FIN 48). Theinterpretation defines the threshold for recognizing the
financial impact of uncertain tax provisionsin accordance with FAS 109. An enterprise must recognize, in itsfinancial statements, the best estimate
of theimpact of atax position if that position is “more-likely-than-not” of being sustained on audit based solely on the technical merits of the
position on the reporting date.

In evaluating whether the probable recognition threshold has been met, FIN 48 requires the presumption that the tax position will be evaluated
during an audit by taxing authorities. The term “more-likely-than-not” is defined as alikelihood of more than 50 percent. Individual tax positions
that fail to meet the recognition threshold will generally result in (a) reductionsin deferred tax assets or increases in deferred tax liabilities or
(b) increasesin aliability for income taxes payabl e or reduction of an income tax refund receivable.
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Goodwill and Other Intangible Assets

Goodwill represents the excess of costs over fair value of net assets of businesses acquired. Goodwill and intangible assets acquired in a
purchase business combination and determined to have an indefinite useful life are not amortized, but instead are tested for impairment at least
annually. Intangible assets with estimable useful lives are amortized over their respective estimated useful lives and reviewed for impairment in
accordance with Statement of Financial Accounting Standard (SFAS) No. 144, Accounting for Impairment or Disposal of Long-Lived Assets.

Our Company performs an annual review of goodwill and intangible assets for impairment to determine whether the carrying value of underlying
assets may not be recoverable. Our Company measures recoverability based upon the future cash flows expected to result from the use of the
underlying asset and its eventual disposition. If the sum of the expected future cash flows (undiscounted and without interest charges) isless than
the carrying value of the underlying asset, Our Company recognizes an impairment loss. The impairment |oss recognized represents the amount by
which the carrying value of the underlying asset exceeds the fair value of the underlying asset. As such adjustments become necessary, they are

reflected in the results of operationsin the periods in which they become known.

RESULTS OF OPERATIONSANALYSIS

Net | nterest Income

The following table provides a comparison of fully taxable equivalent earnings, including adjustments to interest income and tax expense for

interest on tax-exempt loans and investments.

(Dollarsexpressed in thousands)

Interest income
Fully taxable equivalent (FTE) adjustment

Interest income (FTE basis)
Interest expense

Net interest income (FTE basis)
Provision for loan losses

Net interest income after provision for |oan losses (FTE basis)
Noninterest income
Noninterest expense

Income before income taxes (FTE basis)

Income taxes
FTE adjustment

Income taxes (FTE basis)
Net income
Average total earning assets

Net interest margin

10

Year Ended December 31,

2007 2006 2005

$ 74,207 71,423 57,340

997 1,009 882

75,204 72,432 58,222

37,175 32,766 23,673

38,029 39,666 34,549

1,154 1,326 1,322

36,875 38,340 33,227

10,221 8,600 7,265

35,054 30,148 25,368

12,042 16,792 15,124

3,245 4,908 4,327

997 1,009 882

4,242 5,917 5,209

$ 7800 10,875 9,915

$1,038,274 1,031,423 985,848
3.66% 3.85% 3.50%




Comparison of Yearsended December 31, 2007, 2006, and 2005

Our Company’s consolidated net income decreased by $3,075,000 or 28.3% to $7,800,000 for the year ended December 31, 2007 compared to
$10,875,000 for 2006. Our Company’s net income increased by $960,000 or 9.7% to $10,875,000 for the year ended December 31, 2006 compared to
$9,915,000 for 2005.

Our Company’s primary source of earningsis net interest income, which is the difference between the interest earned on interest earning assets
and the interest paid on interest bearing liabilities. Net interest income on afully taxable equivalent basis decreased $1,637,000 or 4.1% to
$38,029,000 for 2007 compared to $39,666,000 for 2006, and followed a $5,117,000 or 14.8% increase for 2006 compared to 2005. Measured as a
percentage of average earning assets, the net interest margin (expressed on a fully taxable equivalent basis) increased from 3.50% for 2005 to 3.85%
for 2006, and decreased to 3.66% for 2007. While our Company increased the yield earned on interest earning assets to 7.24% in 2007 versus 7.02%
in 2006, thisincrease was more than offset by an increase in the rates paid on interest bearing liabilities to 4.08% versus 3.63% in 2006. The increase
in the net interest margin in 2006 reflects both higher rates earned on net interest earning assets and alarger volume of interest earning assets than
in the prior period. The increase in net interest margin in 2005 reflects increases in interest rates during 2005.

The provision for loan losses decreased $172,000 or 12.9% to $1,154,000 for 2007 compared to $1,326,000 for 2006 and followed a $4,000 or 0.3%
increase for 2006 compared to 2005. The provision reflects the amounts management determined necessary to maintain the allowance for loan losses
at alevel that was adeguate to cover probable losses in the loan portfolio. The allowance for |oan |osses totaled $9,282,000 or 1.0% of loans
outstanding at December 31, 2007 compared to $9,015,000 or 1.1% of loans outstanding at December 31, 2006 and $9,085,000 or 1.1% of loans
outstanding at December 31, 2005. The allowance for |oan losses expressed as a percentage of nonperforming loans was 152.5% at December 31,
2007, 177.9% at December 31, 2006 and 100.39% at December 31, 2005. Further discussion of managements methodol ogy related to the allowance
and provision for loan losses may be found in the Lending and Credit Management section of thisreport.
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Average Balance Sheets

The following table presents average bal ance sheets, net interest income, average yields of earning assets, and average costs of interest bearing
liabilities on afully taxable equivalent basis for each of the yearsin the three-year period ended December 31, 2007.

(Dollarsexpressed in thousands)

ASSETS

Loans: (2) (4)

Investment in debt and
equity securities: (3)
Government sponsored

enterprises
State and municipal
Other

Federal funds sold

Interest bearing deposits
in other financial
institutions

Total interest earning
assets
All other assets
Allowance for loan losses

Total assets

LIABILITIESAND
STOCKHOLDERS
EQUITY

NOW accounts

Savings

Money market

Time deposits of $100,000
and over

Other time deposits

Total time deposits
Federal funds purchased
and securities sold

under agreementsto
repurchase
Interest — bearing
demand notesto U.S.
Treasury
Subordinated notes
Other borrowed money
Total interest - bearing
ligbilities
Demand deposits
Other liabilities
Total liahilities
Stockholders equity
Total liabilitiesand
stockholders' equity
Net interest income

Net interest margin

(1) Interestincome and yields are presented on afully taxable equivalent basis using the Federal statutory income tax rate of 35%, net of

Year Ended December 31,

2007 2006 2005
Interest Rate Interest Rate Interest Rate
Average Income/ Earned/ Average Income/ Earned/ Average Income/ Earned/
Balance Expense(1) Paid(1) Balance Expense(1) Paid(1) Balance Expense(1) Paid(1)
$ 848771 $ 65,636 773% $ 824706 $ 62,729 761% $ 743382 $ 49437 6.65%
117,208 5,614 4.79 129,437 5,645 4.36 156,553 4,963 3.17
53,971 2,969 550 53,465 2,894 541 45,442 2,505 551
5,883 312 5.30 6,818 316 4.63 6,765 259 3.83
11,313 615 5.44 14,737 748 5.08 32,195 1,019 3.17
1,128 58 514 2,260 100 4.42 1,511 39 2.58
1,038,274 75,204 7.24 1,031,423 72,432 7.02 985,848 58,222 591
127,336 124,036 106,528
(9,110) (9,309) (8,630)
$1,156,500 $1,146,150 $1,083,746
$ 110658 $ 1,482 134% $ 106,605 $ 1,390 130% $ 125303 $ 1,666 1.33%
46,634 260 0.56 52,137 298 0.57 55,826 319 0.57
159,767 5,668 355 157,643 5,186 329 145,004 3,618 25
141,645 7,045 4.97 122,594 5,251 4.28 105,661 3,330 3.15
318,469 14,826 4.66 314,966 12,466 3.96 292,721 8,741 2.99
777,173 29,281 3.77 753,945 24,501 3.26 724,515 17,674 244
31,061 1,381 4.45 42,350 1,811 4.28 46,265 1,256 271
205 11 5.37 704 31 44 696 20 2.87
49,486 3,617 7.31 49,486 3,528 7.13 44,614 2,747 6.16
53,626 2,885 5.38 56,757 2,805 4.94 48,430 1,976 4.08
911,551 37,175 4.08 903,242 32,766 3.63 864,520 23,673 2.74
126,708 132,912 117,840
10,189 9,175 6,723
1,048,448 1,045,329 989,083
108,052 100,821 94,663
$1,156,500 $1,146,150 $1,083,746
$ 38,029 $ 39,666 $ 34549
3.66% 3.85% 3.50%

nondeductible interest expense. Such adjustments totaled $997,000, $1,009,000 and $882,000 for the years ended December 31, 2007, 2006 and

2005, respectively.

(2) Nonaccruing loans are included in the average amounts outstanding.



©)
4

Average balances based on amortized cost.
Fees and costs on loans are included in interest income.
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Rate Volume Analysis

Thefollowing table presents, on afully taxable equivalent basis, an analysis of changesin net interest income resulting from changesin average
volumes of earning assets and interest bearing liabilities and average rates earned and paid. The change in interest due to the combined
rate/volume variance has been allocated to rate and volume changes in proportion to the absol ute dollar amounts of change in each.

(Dollarsexpressed in thousands)

Year Ended Year Ended
December 31, 2007 December 31, 2006
Compared to Compared to
December 31, 2006 December 31, 2005
Total Change due Total Change due
Change Volume Rate Change Volume Rate
Interest income on afully taxable
equivalent basis:
Loans: (1) (3) $ 2,907 1,850 1,057 $ 13,292 5,745 7,547
Investment in debt and equity securities:
Government sponsored entities (31) (558) 527 682 (962) 1,644
State and municipal (2) 75 27 438 389 435 (46)
Other 4 (46) 42 57 2 55
Federal funds sold (133) (183) 50 (271) (712) 440
Interest bearing depositsin other
financial Institutions (42) (56) 14 61 25 36
Total interest income 2,772 1,034 1,738 14,210 4534 9,676

Continued on next page
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Year Ended Year Ended

December 31, 2007 December 31, 2006
Compared to Compared to
December 31, 2006 December 31, 2005
Total Change due Total Change due
Change Volume Rate Change Volume Rate

Interest expense:
NOW accounts 92 54 38 (276) (245) (31)
Savings (38) (30) 8) (21) (22) —
Money market 482 71 411 1,568 336 1,232
Time deposits of $100,000 and over 1,794 881 913 1,921 593 1,328
Other time Deposits 2,360 140 2,220 3,725 705 3,020
Federal funds purchased and securities

sold under agreements to repurchase (430) (500) 70 555 (119) 669
Interest-bearing demand notesto U.S.

Treasury (20) (26) 6 11 — 11
Subordinated notes 89 — 89 781 319 462
Other borrowed money 80 (160) 240 829 372 457
Total interest expense 4,409 430 3,979 9,093 1,945 7,148
Net interest income on afully taxable

equivalent basis $ (1,637) 604 (2,241) $ 5117 2,589 2,528

(1) Nonaccruing loans are included in the average amounts outstanding.

(2) Interestincome and yields are presented on afully taxable equivalent basis using the federal statutory income tax rate of 35%, net of
nondeductible interest expense. Such adjustments totaled $997,000, $1,009,000 and $882,000 for the years ended December 31, 2007, 2006 and
2005, respectively.

(3) Feesand costsonloansareincluded ininterest income.

Provision for loan losses

The provision for loan losses for 2007 was $1,154,000 compared to $1,326,000 for 2006. L oans charged off, net of recoveries, for 2007 were
$887,000 compared to $1,396,000 for 2006. Approximately $373,000 of the 2007 net charge-offsis represented by various commercial loans, $358,000
isrepresented by real estate loans, and approximately $156,000 is represented by various consumer loans.

The provision for loan losses for 2006 was $1,326,000 compared to $1,322,000 for 2005. Loans charged off, net of recoveries for 2006 were
$1,396,000 compared to $1,151,000 for 2005. Approximately $603,000 of the 2006 net charge-offs is represented by various commercial loans, $454,000
isrepresented by real estate loans, and approximately $339,000 is represented by various consumer credits.

Further discussion of managements’ methodol ogy related to the allowance and provision for loan losses may be found in the Lending and Credit
Management section of thisreport.
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Y ears Ended December 31, 2007 and 2006
Noninterest | ncome and Expense

Noninterest income and noninterest expense for the years ended December 31, 2007 and 2006 were as follows:

(Dollarsexpressed in thousands)

Year Ended
December 31, I ncrease (decr ease)
2007 2006 Amount %

Noninterest Income
Service charges on deposit accounts $ 53% 5,730 (336) (5.9%
Trust department income 968 799 169 212
Mortgage loan servicing fees, net 341 433 (92) (21.2)
Gain on sales of mortgage loans 666 432 234 54.2
Loss on sales and calls of debt securities 2 (18) 16 (88.9)
Other 2,854 1,224 1,630 133.2

$ 10,221 8,600 1,621 18.8%
Noninterest Expense
Salaries and employee benefits $ 18,733 17,019 1,714 10.1%
Occupancy expense, net 2,202 1,994 208 10.4
Furniture and equipment expense 2,879 2,301 578 25.1
Legal, examination, and professional fees 1,583 1,431 152 10.6
Advertising and promotion 1,196 897 299 333
Postage, printing, and supplies 1,297 1,147 150 131
Impairment and other real-estate owned expense 681 119 562 472.3
Processing expense 1,470 1,009 461 45.7
Amortization of intangible assets 922 1,033 (111 (10.7)
Other 4,091 3,198 893 279

$ 35,054 30,148 4,906 16.3%

Asdiscussed in our Company’s description of business, our Company completed its plan to consolidate four bank subsidiary charters under
one charter in October 2007. The plan also included re-branding the name and logo, a major communications network conversion, outsourcing of
data processing, and implementing new technol ogies such as remote capture. As aresult of these events, noninterest expense reflects
approximately $1,207,000 in nonrecurring expenses as noted in more detail below. Offsetting these additional expenses were the sales of three of our
subsidiary bank chartersto other institutions for $1,200,000 included in other noninterest income.

Noninterest income increased $1,621,000 or 18.8% to $10,221,000 for 2007 compared to $8,600,000 for 2006. Trust department income increased
$169,000 or 21.2% due primarily to the collection of more transactional based distribution fees during 2007 compared to 2006. Mortgage |oan
servicing fees decreased $91,000 or 21.2% to $341,000 compared to $432,000 as aresult in a decrease in the amount of mortgage |oans serviced. Our
Company was servicing $209,734,000 of mortgage loans at December 31, 2007 compared to $215,701,000 at December 31, 2006. Gain on sales of
mortgage |oans increased $234,000 or 54.2% due to an increase in volume of loans originated and sold to the secondary market from approximately
$39,575,000 in 2007 to approximately $38,768,000 in 2006. Even though the volume or loans originated and sold hasincreased over the comparable
period in the prior year, our total loan serving portfolio declined due to both increased prepayments of existing loans and an increase in the volume
of loans sold without retention of the servicing rights. Our Company recognized $2,000 in loss on sales and calls of debt securities during the 2007
compared to $18,000 during 2006. Other income increased $1,629,000 or 133.0%. $1,200,000 of the increase represents the amount received from the
sales of Osage Valley Bank, Bank 10, and Exchange National Bank’s bank charters and $254,000 of the increase reflects recovery of prior years' legal
and collection costs as aresult of settlement of alawsuit in our Company’sfavor.
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Noninterest expense increased $4,906,000 or 16.3% to $35,054,000 for 2007 compared to $30,148,000 for 2006. Salaries and benefits increased
$1,714,000 or 10.1%, furniture and equipment expense increased $578,000 or 25.1%, advertising and promotion increased $299,000 or 33.3%, other
real-estate owned loan expense increased $562,000 or 472.3%, processing expense increased $461,000 or 45.7% and other noninterest expense
increased $893,000 or 27.9%. Salaries and benefits reflects $290,000 decrease in management’ s estimate of anticipated incentive payments, profit
sharing and pension contributions for 2007 versus 2006. Excluding this decrease, salaries and employee benefits increased $2,004,000 or 11.8%. This
increase reflects normal salary increases, additional personnel resulting from staffing for a newly opened branch facility in Columbia, Missouri, and
additional holding company personnel required for the implementation of our Company’s strategic plan. The $578,000 increase in furniture and
equipment expense primarily reflects $324,000 loss on dispositions of furniture and equipment resulting from software and equipment becoming
obsolete after our Company completed a major network conversion. The remaining increaseis aresult of two new Clinton branch facilities opening
during the fourth quarter of 2007. The $299,000 increase in advertising and promotion reflects nonrecurring costs associated with the re-branding of
our Company’s name and logo. The $562,000 increase in other real -estate owned expense represents $378,000 i mpai rment write-down on two
propertiesin other real-estate owned and an $184,000 increase in additional expenses related to propertiesin other real estate. The $461,000 increase
in processing expense reflects nonrecurring costs associated with the merger of the bank subsidiaries and software and network conversion. The
$893,000 increase in other noninterest expense reflects expensesin various other categoriesincluding, but not limited to, conversion costs, travel,
meals and entertainment, security, telephone and internet, directors fees, and insurance.

I ncome taxes

Income taxes as a percentage of earnings before income taxes as reported in the consolidated financial statements were 29.4% for 2007
compared to 31.1% for 2006. The decrease in the effective tax rate for 2007 is due to an increase in non-taxable income as a percentage of total
incomein the current year and a decrease in income before taxes. In addition, our Company reorganized its corporate structure in the 4th quarter of
2007. Thischangein structure resulted in an increase in deferred tax assets at December 31, 2007 and a corresponding decrease in current state tax
expense for the year then ended. As aresult of this changein structure, our Company anticipates an increase in state income tax expense in future
periods and a corresponding increase in the overall effective income tax rate.

Fourth Quarter Resultsfor 2007

As mentioned above, our Company experienced higher noninterest expenses in the fourth quarter 2007 compared to third quarter 2007 and
fourth quarter 2006 resulting from several eventsthat took place during the fourth quarter 2007. A communications network conversion was
compl eted, our data processing operation was outsourced and converted to a new system, aremote item capture system wasinstalled to facilitate
the outsourced data processing environment, and two Clinton branch locations were opened while two older Clinton |ocations were closed. These
nonrecurring costs caused significant increasesin furniture and equipment expense, advertising and promotion, processing expense, security, and
conversion errors and omission. Other significant increases in noninterest expense were seen in real estate loan collection expenses, other real
estate owned impairment charges, and donations.

Comparing fourth quarter 2007 to third quarter 2007:

Our Company’s net income of $993,000 for the fourth quarter ended December 31, 2007 declined $1,144,000, compared to $2,137,000 for the
third quarter ended September 30, 2007. Net interest income of $9,486,000 increased $161,000 from third quarter 2007 due to an increase in net
interest margin due to higher average earning assets and a decrease in the rates paid on interest bearing liabilities during the current period.

The fourth quarter 2007 provision for loan losses of $550,000 was $325,000 higher than third quarter 2007’ s provision of $225,000 and was
based upon management’s determination of the loan loss reserve required to cover probable lossesin the loan portfolio at year-end.

Noninterest income of $2,753,000 for fourth quarter 2007 increased $658,000 from third quarter 2007’ s noninterest income of $2,095,000.
$325,000 of thisincrease represented funds received from the sale of the third bank charter that was available as the result of our consolidation
project. The remaining increase represented higher fees in service charge income and trust department income.
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Noninterest expense of $10,313,000 for fourth quarter 2007 increased $2,152,000 from third quarter 2007’ s noninterest expense of $8,161,000.

Furniture and equipment expensesincreased $444,000 from $638,000 for the third quarter of 2007 to $1,082,000 for the fourth quarter. $324,000 of
thisincrease reflects aloss on disposition of obsolete furniture and equipment resulting from our completion of the major network and data
processing conversion during the fourth quarter. The remaining increase is aresult of two new Clinton branch facilities opened during the fourth
quarter of 2007. Advertising and promotion increased $242,000 from $309,000 for the third quarter of 2007 to $551,000 for the fourth quarter and
reflects nonrecurring costs associated with the re-branding of our Company’s name and logo. Processing expenses increased $267,000 from
$325,000 for the third quarter of 2007 to $592,000 for the fourth quarter primarily dueto final billings for the communication network and data
processing conversion. Conversion related charge-offs of unreconciled differences increased $128,000 from $68,000 third quarter 2007 to $196,000
for the fourth quarter. Other real-estate owned |oan expenses increased $558,000 from $33,000 third quarter 2007 to $591,000 for the fourth quarter.
Our Company recognized $378,000 of impairment losses on two parcels of other real estate owned and incurred additional expenses related to
propertiesin other real estate owned. Donations increased from $66,000 third quarter 2007 to $147,000 for the fourth quarter due to payment of
charitable contribution commitments at year-end.

Comparing fourth quarter 2007 to fourth quarter 2006:

Our Company’s net income of $993,000 for the fourth quarter ended December 31, 2007 declined $1,402,000, compared to net income of $2,395,000
for the fourth quarter ended December 31, 2006. Fourth quarter 2007 net interest income decreased $153,000 from fourth quarter ended December 31,
2006 due to alower net interest margin resulting from an increase in the rates paid on interest bearing liabilities from 2006 to 2007.

The fourth quarter 2007 provision for loan losses of $550,000 was $152,000 higher than fourth quarter 2006's provision of $398,000 and was based
upon management’s determination of the loan loss reserve required to cover probable lossesin the loan portfolio at year-end.

Noninterest income of $2,753,000 for fourth quarter 2007 increased $644,000 from fourth quarter 2006’ s noninterest income of $2,109,000. $325,000
of thisincrease represented funds received from the sale of the third bank charter that was available as the result of our consolidation project. The
remaining increase represented higher feesin service charge income and trust department income.

Noninterest expense of $10,313,000 for fourth quarter 2007 increased $2,416,000 from fourth quarter 2006’ s noninterest expense of $7,897,000.

Salaries and employee benefits increased $502,000 from $4,077,000 for the fourth quarter 2006 to $4,579,000 for the fourth quarter 2007. Salaries
and benefits reflects $290,000 decrease in management’s estimate of anticipated incentive payments, profit sharing and pension contributions for
2007 versus 2006. Excluding this decrease, salaries and employee benefits increased $795,000 which reflects normal salary increases, additional
personnel resulting from staffing for anewly opened branch facility in Columbia, Missouri, and additional holding company personnel required for
the implementation of our Company’s strategic plan. Variances in other categories of noninterest expense between the two periods are the result of
the events described in the preceding section.
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Y ears Ended December 31, 2006 and 2005
Noninterest | ncome and Expense

Noninterest income and noninterest expense for the years ended December 31, 2006 and 2005 were as follows:

(Dollarsexpressed in thousands)

Year Ended
December 31, I ncrease (decr ease)
2006 2005 Amount %

Noninterest Income
Service charges on deposit accounts $ 5,730 4,245 1,485 35.0%
Trust department income 799 810 (12) (1.4)
Mortgage loan servicing fees, net 433 427 6 (1.4)
Gain on sales of mortgage loans 432 676 (244) (36.2)
Loss on sales and calls of debt securities (18) (25) 7 (28.0)
Other 1,224 1,132 92 8.1

$ 8,600 7,265 1,335 18.4%
Noninterest Expense
Salaries and employee benefits $ 17,019 13,920 3,099 22.3%
Occupancy expense, net 1,995 1,600 395 24.7
Furniture and equipment expense 2,301 2,150 151 7.0
Legal, examination, and professional fees 1,431 1,420 11 0.8
Advertising and promotion 897 819 78 95
Postage, printing, and supplies 1,147 976 171 175
Processing expense 1,009 751 258 344
Amortization of intangible assets 1,033 807 226 28.0
Other 3,316 2,925 391 134

$ 30,148 25,368 4,780 18.8%

Noninterest income increased $1,335,000 or 18.4% to $8,600,000 for 2006 compared to $7,265,000 for 2005. Approximately $890,000 of the
increase in noninterest income is attributed to the acquisition of Bank 10. Bank 10 contributed afull year of noninterest income during 2006
compared to eight monthsin 2005. Excluding noninterest income associated with the acquisition, service charge income increased $698,000 or
22.1%. Gain on sales of mortgage loans decreased $244,000 or 36.1% due to adecrease in volume of loans originated and sold to the secondary
market from approximately $38,768,000 in 2005 to approximately $20,457,000 in 2005. Mortgage rates increased during 2006. As aresult, there were
fewer loans refinanced during 2006 and 2005 resulting in the decreased volume of loans sold.

Noninterest expense increased $4,780,000 or 18.8% to $30,148,000 for 2006 compared to $25,368,000 for 2005. Approximately $2,253,000 of the
increase in noninterest expense is attributed to the acquisition of Bank 10. Bank 10 contributed afull year of noninterest income during 2006
compared to eight monthsin 2005. Excluding costs associated with the acquisition, salaries and benefits increased $1,683,000 or 14.3%, occupancy
expense increased $213,000 or 16.7%, postage, printing and suppliesincreased $99,000 or 13.0%, processing expense increased $121,000 or 22.2%
and other noninterest expense increased $295,000 or 11.4%. In addition to the increase in salaries and employee benefits represented by normal
salary increases and additional hire, $218,000 of the increase reflects share-based compensation expense recorded as aresult of the adoption of
SFAS No. 123R, $254,000 reflectsincreased pension expense, and $187,000 reflectsincreased profitsharing expense. The increasein occupancy
expense primarily reflects additional costs associated with three new branch facilities. Theincreasein postage, printing and supplies reflects both
higher postage rates and additional mail volume. The increase in processing expense reflects higher cost associated with various data processing
systems utilized by our Company.
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I ncome taxes

Income taxes as a percentage of earnings before income taxes as reported in the consolidated financial statements were 31.1% for 2006
compared to 30.4% for 2005. The increase in the effective tax rate is due to an decrease in state taxabl e income as a percentage of total incomein the
current year.

Lending and Credit Management

Interest earned on the loan portfolio is a primary source of interest income for our Company. Net loans represented 75.4% of total assets as of
December 31, 2007. Total loans increased steadily from December 31, 2005 through December 31, 2007 dueto relatively stable local economies and
reasonable interest rates as well as an expanded branch network.

Lending activities are conducted pursuant to an established loan policy approved by our Bank’s Board of Directors. The Bank’s credit review
process is comprised of aregional loan committee with an established approval limit. In addition, a senior loan committee reviews all credit
relationships in aggregate over an established dollar amount. The senior loan committee meets weekly and is comprised of senior managers of the
Bank.

The following table shows the composition of the loan portfolio by major category and each category as a percentage of the total portfolio as
of the datesindicated.

(Dollarsexpressed in thousands)

December 31,
2007 2006 2005 2004 2003
Amount % Amount % Amount % Amount % Amount %

Commercial, financial and

agricultural $151,488 16.6%  $145,697 17.9%  $154,868 19.0%  $141,151 22.2%  $130,931 22.4%
Real estate — Construction 147,432 16.2 150,891 16.6 139,316 17.2 65,075 8.0 46,672 7.3
Real estate — Mortgage 575,552 63.2 478,854 52.6 480,531 59.2 392,656 48.3 364,620 57.3
Installment loansto

individuals 36,806 40 36,870 40 38,820 48 37,755 46 41,696 6.5

Total loans $911,278 100.0%  $812,312 100.0%  $813,535 100.0%  $636,637 100.0% $583,919 100.0%

Our Company experienced loan growth of $98,966,000 or 12.2% from 2006 to 2007. This growth is primarily in our Bank’s commercial and real
estate mortgage lending. Commercial loans increased $5,791,000 or 4.0% from 2006 to 2007 and real estate loans increased $96,698,000 or 20.2%. The
increase in our Company’s commercial loan portfolio occurred throughout our Bank’s regions. This growth was the result of management’sintent
toincrease the variable rate asset base. The growth in the real estate mortgage areawas primarily the result of our Company’s expansion into the
Columbia, Missouri market. Additionally, our Company is continuing to experience loan growth in the Branson and Springfield, Missouri markets as
aresult of lending for investment and income producing properties. These properties generate a measurabl e cash flow that can be monitored and
supports the extension of credit. Our Company’s lending activitiesin the real estate construction market decreased $3,459,000 or 2.3% from 2006 to
2007 due to the slow down in the housing industry and residential construction industry. Management anticipates that construction lending will be
closely monitored during 2008.

The $9,171,000 decrease in commercial |oans between December 31, 2005 and December 31, 2006 reflects the payoff of two loans for
approximately $3,297,000 that were classified asimpaired at December 31,2005. Our Company recognized an additional charge-off of $315,000 on one
of those credits during 2006. An additional $1,862,000 represents the payoff of one credit that moved to the commercial finance market. $3,711,000
represents reductionsin lines of credits of various other borrowers. The $11,575,000 increase in real estate construction loansis primarily
represented by two large commercial construction projectsin the Kansas City area. $12,062,000 of the increase in Commercial, Financial and
Agricultura loans between December 31, 2004 and December 31, 2005 reflects the loans of Bank 10. $48,895,000 of the increasein Real Estate
Construction loans and $75,168,000 of the increase in Real Estate M ortgage loans reflects loans of Bank 10.
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Our Company does not participate in extending credit to sub-prime residential real estate markets. While much publicity has been directed at this
market during the past year, our Company extends credit to itslocal community market through traditional mortgage products.

Loans at December 31, 2007 mature asfollows:
(Dollarsexpressed in thousands)

Over One Year
Through Five

Years Over Five Years
One Year Fixed Floating Fixed Floating
Or Less Rate Rate Rate Rate Total
Commercial, financial, and agricultural $ 86,204 $ 26,179 $ 35,756 $ 449 $ 2,900 $151,488
Real estate — construction 147,432 — — — — 147,432
Real estate — mortgage 135,314 311,850 51,555 34,165 42,668 575,552
Installment loans to individuals 19,024 16,875 177 635 95 36,806
Total loans $ 387,974 $354,904 $ 87,488 $ 35,249 $ 45,663 $911,278

Our Company generally does not retain long-term fixed rate residential mortgage loansin its portfolio. Fixed rate loans conforming to standards
required by the secondary market are offered to qualified borrowers, but are not funded until our Company has a non-recourse purchase
commitment from the secondary market at a predetermined price. At December 31, 2007 our Company was servicing approximately $209,000,000 of
loans sold to the secondary market.

Mortgage loans retained in our Company’s portfolio generally include provisions for rate adjustments at one to three year intervals. Commercial
loans and real estate construction loans generally have maturities of less than one year. Installment loansto individuals are primarily fixed rate
loans with maturities from oneto five years.

The provision for loan losses is based on management’s evaluation of the loan portfolio in light of national and local economic conditions,
changes in the composition and volume of the loan portfolio, changesin the volume of past due and nonaccrual |oans, value of underlying
collateral and other relevant factors. The alowance for loan losses which is reported as a deduction from loansis available for loan charge-offs.
Thisallowanceisincreased by the provision charged to expense and is reduced by loan charge-offs net of loan recoveries.

Management, through the establishment of a senior loan committee, formally reviews all loansin excess of certain dollar amounts (periodically
established) at |east annually. Currently, loansin excess of $1,000,0000 in aggregate and all adversely classified credits identified by management as
containing more than usual risk are reviewed. On amonthly basis, the senior loan committee reviews and reports to the Board of Directors past due,
“classified”, and “watch list” loansin order to classify or reclassify loans as “loans requiring attention,” “ substandard,” “doubtful,” or “loss”.
During this review, management al so determines what |oans should be considered “impaired”. Management follows the guidance provided in
Statement of Financial Accounting Standards No. 114, Accounting by Creditorsfor Impairment of a Loan, (SFAS 114) in identifying and measuring
loan impairment. If management determinesthat it is probable that all amounts due on aloan will not be collected under the original terms of the
loan agreement the loan is considered to be impaired. Once aloan has been identified asimpaired management generally measuresimpairment
based upon the fair value of the underlying collateral. Management believes, but there can be no assurance, that these procedures keep
management informed of possible problem |oans. Based upon these procedures, both the allowance and provision for loan | osses are adjusted to
maintain the allowance at alevel considered adequate by management for probable losses inherent in the loan portfolio.
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The following table summarizes|oan loss experience for the years indi cated:

(Dollarsexpressed in thousands)

Year Ended December 31,
2007 2006 2005 2004 2003

Analysis of allowance for loan |osses:
Balance beginning of year $ 9,015 9,085 7,496 8,267 7,121
Allowance for loan |osses of acquired companies at date

of acquisitions — — 1,418 — 212
Charge-offs:

Commercial, financial, and agricultural 524 809 589 1,596 58

Real estate — construction 56 84 185 — —

Real estate — mortgage 413 474 286 26 86

Installment loans to individuals 314 484 261 236 340

Total charge-offs 1,307 1,851 1,321 1,858 484

Recoveries;

Commercial, financial, and agricultural 151 206 40 18 164

Real estate — construction 11 13 — — —

Real estate — mortgage 100 91 28 — —

Installment loans to individuals 158 145 102 127 162

Total recoveries 420 455 170 145 326

Net charge-offs 887 1,396 1,151 1,713 158
Provision for |oan losses 1,154 1,326 1,322 942 1,092
Balance at end of year $ 9282 9,015 9,085 7,496 8,267
L oans outstanding:

Average $848,772 824,706 743,382 601,363 539,912

End of period 911,278 812,312 813,535 636,637 583,919
Allowance for loan losses to |oans outstanding:

Average 1.09% 1.09 1.22 1.25 1.53

End of period 1.02 111 112 1.18 1.42
Net charge-offs to average |oans outstanding 0.10 0.17 0.15 0.29 0.03

Thefollowing table is a summary of the allocation of the allowance for |oan losses as of the dates indicated:

(Dollarsexpressed in thousands)

Year Ended December 31,

2007 2006 2005 2004 2003
Allocation of allowance for loan losses at end of period:
Commercid, financial, and agricultura $ 3762 3114 2,687 3,700 3,979
Real estate — construction 590 755 764 288 201
Real estate — mortgage 3,873 3,526 4,138 2,563 2,538
Installment loans to individuals 419 529 473 429 561
Unallocated 638 1,001 1,023 516 988
Total $ 9282 9,015 9,085 7,496 8,267
Percent of categoriesto total |oans:
Commercial, financial, and agricultural 16.6% 179 19.0 22.2 22.4
Real estate — construction 16.2 18.6 171 10.2 8.0
Real estate — mortgage 63.2 59.0 59.1 61.7 62.5
Installment loansto individuals 4.0 45 438 5.9 7.1
Total 100.0 100.0 100.0 100.0 100.0




Nonperforming loans, defined asloans on nonaccrual status, loans 90 days or more past due, and restructured loans total ed $6,085,000 or 0.67%
of total loans at December 31, 2007 compared to $5,066,000 or 0.62% of total loans at December 31, 2006. The following table summarizes our
Company’s nonperforming assets at the dates indicated:

(Dollarsexpressed in thousands)

December 31,

2007 2006 2005 2004 2003
Nonaccrual loans:
Commercial, financial, and agricultural $ 2983 2,495 5,705 4,213 1,520
Real estate — construction 866 1,657 1,760 — 59
Real estate — mortgage 658 644 1,090 1,246 1,270
Installment loans to individuals 32 73 56 30 55
Total nonaccrual loans 4,539 4,869 8,611 5,489 2,904
L oans contractually past — due 90 days or more and still
accruing:
Commercid, financial, and agricultural 454 5 238 12 66
Real estate — construction 158 — — — —
Real estate — mortgage 864 170 187 591 4
Installment loans to individuals 70 22 14 — 40
Total loans contractually past -due 90 days or more
and still accruing 1,546 197 439 603 110
Restructured loans — — — — —
Total nonperforming loans 6,085 5,066 9,050 6,092 3,014
Other real estate 2,337 2,720 1,568 30 47
Repossessions — 15 — 42 73
Total nonperforming assets $ 8422 7,801 10,618 6,164 3,134
Loans $911,278 812,313 813,535 636,637 583,919
Allowance for loan losses to loans 1.02% 111 112 1.18 142
Nonperforming loans to loans 0.67 0.62 111 0.96 0.52
Allowance for loan |osses to nonperforming loans 152.54 177.95 100.39 123.05 274.29
Nonperforming assets to loans and foreclosed assets 0.92 0.96 1.30 0.97 0.54

As can be seen from the preceding table, our Company’s 2007 year-end nonperforming assets of $8,422,000 increased slightly from the 2006 year-
end total of $7,801,000 and decreased significantly from the 2005 year-end total of $10,618,000. Nonaccrual loans decreased by $330,000 at

December 31, 2007 and followed a $3,742,000 decrease from December 31, 2005 to December 31, 2006. However our Company has experienced an
increase in loans that are contractually past-due 90 days or more and still accruing. Loans in this category increased $1,049,000 to $1,546,000 at
December 31, 2007 compared to $197,000 at December 31, 2006 and $497,000 at December 31, 2005. Our Company has experienced an increase in its
loan delinquencies much like the rest of the banking industry as current economic conditions negatively impact our borrowers' ability to keep their
debt payments current. While these delinquencies are primarily in the less than thirty day past due category, management believes close monitoring
of these credits will mitigate potential higher delinquency levels and/or losses. Management believes these loans are well secured and is actively
focused on managing and collecting these accounts to prevent further deterioration.
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Itisour Company’s policy to discontinue the accrual of interest income on loans when the full collection of principal or interest isin doubt, or
when the payment of principal or interest has become contractually 90 days past due unless the obligation is both well secured and in the process
of collection. Subsequent interest payments received on such loans are applied to principal if any doubt exists asto the collectibles of such
principal; otherwise, such receipts are recorded as interest income. Interest on year-end nonaccrual |oans, which would have been recorded under
the original terms of the loans, was approximately $745,000, $896,000 and $767,000 for the years ended December 31, 2007, 2006 and 2005,
respectively. Approximately $330,000, $63,000 and $253,000 was actually recorded as interest income on such loans for the year ended December 31,
2007, 2006 and 2005, respectively.

A loanis considered impaired when it is probable a creditor will be unable to collect all amounts due — both principal and interest — according
to the contractual terms of the loan agreement. In addition to nonaccrual loans at December 31, 2007 included in the table above, which were
considered impaired, management has identified additional |oans totaling approximately $4,027,000 which are not included in the nonaccrual table
above but are considered by management to be impaired compared to $9,187,000 in December 31, 2006.

Once aloan has been identified asimpaired (as defined by paragraph 8 of SFAS 114), Accounting by Creditors for Impairment of a Loan,
management generally measures impairment based upon the fair value of the underlying collateral. In general, market prices for loansin our portfolio
are not available, and we have found the fair value of the underlying collateral to be more readily available and reliable than discounting expected
future cash flows to be received. Once afair value of collateral has been determined and the impairment amount cal cul ated, a specific reserve
alocation is made. At December 31, 2007, $3,256,000 of our Company’s allowance for loan losses was allocated to impaired loans totaling
approximately $8,565,000.

As of December 31, 2007 and 2006 approximately $11,645,000 and $7,102,000, respectively, of loans not included in the nonaccrual table above or
identified by management as being “impaired” were classified by management as having more than normal risk which raised doubts as to the ability
of the borrower to comply with present loan repayment terms. The $4,543,000 increase in classified loansis the result of several borrowers who have
experienced cash flow problems and as well as some deterioration in collateral value. Management elected to allocate non-specific reserves to these
credits based upon the inherent risk present. Thisincrease in reserves was the result of our Company’sinternal loan review process which
assesses credit risk. In addition to the classified list, our Company also maintains an internal |oan watch list of loans which for various reasons, not
al related to credit quality, management is monitoring more closely than the average loan in the portfolio. Loans may be added to thislist for
reasons which are temporary and correctable, such as the absence of current financial statements of the borrower, or adeficiency in loan
documentation. Other |oans are added as soon as any problem is detected which might affect the borrower’ s ability to meet the terms of the loan.
This could be initiated by the delinquency of a scheduled |oan payment, deterioration in the borrower’sfinancia condition identified in areview of
periodic financial statements, a decreasein the value of the collateral securing the loan, or a change in the economic environment within which the
borrower operates. Once aloan is placed on our Company’swatch list, its condition is monitored closely. Any further deterioration in the condition
of theloan is evaluated to determine if the loan should be assigned to a higher risk category.

The alowance for loan losses is available to absorb probable [oan |osses regardless of the category of loan to be charged off. The allowance for
loan losses consists of three components: asset-specific reserves, reserves based on expected |oss estimates, and unallocated reserves.

The asset-specific component applies to loans evaluated individually for impairment and is based on management’s best estimate of proceeds
from liquidating collateral. The actual timing and amount of repayments and the ultimate realizable value of the collateral may differ from
management’s estimate.

The expected loss component is generally determined by applying percentages to pools of loans by asset type. These pre-established
percentages are based upon standard bank regulatory classification percentages as well as average historical 10ss percentages. These expected
loss estimates are sensitive to changesin delinquency status, realizable value of collateral, and other risk factors.
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The unallocated portion of the allowance is based on management’s evaluation of conditionsthat are not directly reflected in the determination
of the asset-specific component and the expected |oss component discussed above. The evaluation of inherent loss with respect to these
conditionsis subject to a higher degree of uncertainty because they may not be identified with specific problem credits or portfolio segments.
Conditions evaluated in connection with the unallocated portion of the allowance include general economic and business conditions affecting our
key lending areas, credit quality trends (including trends in substandard | oans expected to result from existing conditions), collateral values,
specific industry conditions within portfolio segments, bank regulatory examination results, and findings of our internal loan review department.

The underlying assumptions, estimates and assessments used by management to determine these components are continually evaluated and
updated to reflect management’s current view of overall economic conditions and relevant factorsimpacting credit quality and inherent |osses.
Changes in such estimates could significantly impact the allowance and provision for credit losses. Our Company could experience credit |osses
that are different from the current estimates made by management.

At December 31, 2007, management allocated $8,644,000 of the $9,282,000 total allowance for loan losses to specific loans and loan categories
and $638,000 was unallocated. Considering the size of several of our Company’slending rel ationships and the loan portfolio in total, management
believes that the December 31, 2007 allowance for loan losses is adequate.

Our Company does not lend funds for the type of transactions defined as “ highly leveraged” by bank regulatory authorities or for foreign loans.
Additionally, our Company does not have any concentrations of loans exceeding 10% of total loans which are not otherwise disclosed in the loan
portfolio composition table. Our Company does not have any interest-earning assets which would have been included in nonaccrual, past due, or
restructured loansif such assets were [oans.

Investment Portfolio
Our Company classifiesits debt and equity securities into one of the following two categories:

Held-to-Maturity — includes investments in debt securities which our Company has the positive intent and ability to hold until maturity.

Available-for-Sale— includes investmentsin debt and equity securities not classified as held to maturity or trading (i.e., investments which our
Company has no present plansto sell in the near-term but may be sold in the future under different circumstances).

Debt securities classified as held-to-maturity are carried at amortized cost, while debt and equity securities classified as trading or available-for-
sale are carried at estimated market value. Unrealized holding gains and |osses from available-for-sal e securities are excluded from earnings and
reported, net of applicable taxes, as a separate component of stockholders’ equity until realized.

Our Company does not engage in trading activities and accordingly does not have any debt or equity securities classified as trading securities.
Historically our Company’s practice had been to purchase and hold debt instruments until maturity unless special circumstances exist. However,
since the investment portfolio’s major function isto provide liquidity and to balance our Company’sinterest rate sensitivity position, certain debt
securities are classified as available-for-sale.

At December 31, 2007, debt and equity securities classified as available-for-sale represented 13.2% of total consolidated assets. Future levels of
held-to-maturity and available-for-sal e investment securities can be expected to vary depending upon liquidity and interest sensitivity needs aswell
as other factors.
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The following table presents the composition of the investment portfolio by major category.

(Doallarsexpressed in thousands)

2007 2006 2005
Available - Available - Available -
for-Sale for-Sale for-Sale
U.S. Treasuries $ — $ 1,068 $ —
Government sponsored enterprises 87,370 121,769 113,005
Asset-backed securities 10,892 5,068 6,250
Obligations of states and political subdivisions 53,480 55,661 53,426
Other debt securities — — 708
Total debt securities 151,742 183,566 173,389
Federal Home L oan Bank of Des Moines Stock 3,979 3,808 3,904
Federal Reserve Bank Stock — 752 752
Midwest Independent Bank Stock 151 151 151
Federal Agricultural Mortgage Corporation 10 10 10
Other equity securities 1,486 1,486 1,486
Total investments $ 157,368 $ 189,773 $ 179,692
As of December 31, 2007, the maturity of debt securitiesin theinvestment portfolio was as follows:
(Dollarsexpressed in thousands)
Over One Over Five Weighted
One Year Through Through Over Average
Available-for-Sale Or Less FiveYears Ten Years Ten Years Yield (1)
Government sponsored enterprises $ 37,798 $ 42,988 $ 6335 $ 250 4.70%
Asset-backed (2) 507 6,977 3,408 — 4.92
States and political subdivisions (3) 3,440 17,354 21,233 11,452 5.38
Total available-for-sale debt securities $ 41,745 $ 67,319 $ 30976 $ 11,702 4.95%
Weighted averageyield (1) 4.63% 4.94% 5.28% 5.28%

(1) Weighted averageyield is based on amortized cost.

(2) Asset-backed securities have been included using historic repayment speeds. Repayment speeds were determined from actual portfolio
experience during the twelve months ended December 31, 2007 cal cul ated separately for each mortgage-backed security. These repayment
speeds are not necessarily indicative of future repayment speeds and are subject to change based on changing mortgage interest rates.

(3) Rateson obligations of states and political subdivisions have been adjusted to fully taxable equivalent rates using the statutory Federal

incometax rate of 35%.

At December 31, 2007, $5,230,000 of debt securities classified as available-for-sale in the table above had variable rate provisions with adjustment

periods ranging from one week to twelve months.
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Risk Management

Market risk arises from exposure to changesin interest rates and other relevant market rate or price risk. Our Company faces market risk in the
form of interest rate risk through transactions other than trading activities. Market risk from these activities, in the form of interest raterisk, is
measured and managed through a number of methods. Our Company uses financial modeling techniques to measure interest rate risk. These
techniques measure the sensitivity of future earnings due to changing interest rate environments. Guidelines established by our Company’s
Asset/Liability Management Committee and approved by our Company’s Board of Directors are used to monitor exposure of earnings at risk.
General interest rate movements are used to devel op sensitivity as our Company feelsit has no primary exposure to a specific point on theyield
curve. For the year ended December 31, 2007, our Company utilized both a 200 basis point immediate and gradual move in interest rates (both
upward and downward) applied to both a parallel and aproportional yield curve. Due to the significant movementsin interest rate experienced
during 2007, our Company anticipates using a 300 basis point change in interest rates in itsinterest rate risk model during 2008.

Interest Sensitivity

At December 31, 2007, our Company monitored its static gap report with the goal being to limit potential changesin net interest income due to
changesin interest rates to acceptable limits. Our Company applied aplus or minus 2.00% interest rate change utilizing both an immediate and a
gradual interest shock and measured against both parallel and proportional yield curves. The resulting net interest income changes ranged from
approximately (14.5)% to 11.5% depending on the scenario.
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The following table represents the estimated interest rate sensitivity and periodic and cumulative gap positions calculated as of December 31,
2007. Significant assumptions used for this table included: loans will repay at historic repayment rates; interest-bearing demand accounts and
savings accounts are interest sensitive due to immediate repricing, and fixed maturity deposits will not be withdrawn prior to maturity. A significant
variance in actual results from one or more of these assumptions could materially affect the results reflected in the table.

(Doallars expressed in thousands)

Over
5yearsor
no stated
Year 1 Year 2 Year 3 Year 4 Year 5 Maturity Total

ASSETS
Investmentsin debt and equity

securities $ 63,072 30,917 20,332 9,845 4,066 29,137 157,369
I nterest-bearing deposits 133 — — — — — 133
Federal funds sold and securities

purchased under agreements

toresell 664 — — — — — 664
Loans 496,716 119,669 168,387 36,473 52,235 28,516 901,996
Tota $560,585 150,586 188,719 46,318 56,301 57,653 1,060,162
LIABILITIES
Savings, Now deposits $ — — — — — 111,175 111,175
Rewards checking, Super Now,

money market deposits 153,934 64,113 218,047
Time deposits 379,927 36,868 27,912 5,790 3,053 130 453,680
Federal funds purchased and

securities sold under

agreements to repurchase 25,730 — — — — — 25,730
Subordinated notes 25,774 — — 23,712 — — 49,486
Other borrowed money 48,158 12,734 16,063 576 259 125 77,915
Total $633,523 49,602 43,975 30,078 3,312 175,543 936,033
Interest-sensitivity GAP

Periodic GAP $(72,938) 100,984 144,744 16,240 52,989 (117,890) 124,129

Cumulative GAP $(72,938) 28,046 172,790 189,030 242,019 124,129 124,129
Ratio of interest-earnings assets

to interest-bearing liabilities

Periodic GAP 0.88 3.04 4.29 1.54 17.00 0.33 1.13

Cumulative GAP 0.88 1.04 1.24 1.25 1.32 113 113

Liquidity

Therole of liquidity management isto ensure funds are available to meet depositors’ withdrawal and borrowers’ credit demands while at the
same time maximizing profitability. Thisisaccomplished by balancing changesin demand for funds with changesin the supply of those funds.
Liquidity to meet the demandsiis 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. Dueto the nature of services offered by our Company, management prefers to focus on transaction
accounts and full service relationships with customers. Management believesit has the ability to increase deposits at any time by offering rates
dlightly higher than the market rate.
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Our Company’s Asset/Liability Committee (ALCO), primarily made up of senior management, has direct oversight responsibility for our
Company’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 our Company’sliquidity.

Our Company has a number of sources of funds to meet liquidity needs on adaily 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. Our Company has an
insignificant amount of deposits on which the rate paid exceeded the market rate by more that 50 basis points when the account was established.

At December 31, 2007 and 2006, our Company had certificates and other time deposits in denominations of $100,000 or more which mature as
follows:

(Dollarsexpressed in thousands)

December 31,

2007 2006
Three months or less $ 41,533 $ 35,420
Over three months through six months 35,565 35,629
Over six months through twelve months 44,271 51,033
Over twelve months 18,374 13,804
$139,743 $135,886

Securities sold under agreements to repurchase generally mature the next business day; however, certain agreements with local political
subdivisions and select businesses are fixed rate agreements with original maturities generally ranging from 30 to 120 days. Information relating to
securities sold under agreementsto repurchaseis as follows:

(Dollarsexpressed in thousands)

At End of Period For the Period Ending
Weighted Maximum Weighted
Average Month-end Average Average
Balance Interest Rate Balance Balance Interest Rate
December 31, 2007 $18,365 3.24% $28,705 $26,807 4.23%
December 31, 2006 27,320 4.35 56,027 41,309 4.25
December 31, 2005 33,293 3.30 63,482 45,832 2.70

Other sources of funds avail able to meet daily needs include the sales of securities under agreements to repurchase and funds made available
under atreasury tax and loan note agreement with the federal government. Also, the Bank is a member of the Federal Home Loan Bank of Des
Moines (FHLB). Asamember of the FHLB, the Bank has access to credit products of the FHLB. At December 31, 2007, the amount of available
credit from the FHLB totaled $39,774,000. As of December 31, 2007, the Bank had $77,915,000 in outstanding borrowings with the FHLB.

Under agreements with unaffiliated banks, the Bank may borrow up to $75,000,000 in federal funds on an unsecured basis and $8,000,000 on a
secured basis at December 31, 2007. As of December 31, 2007, the Bank had $7,365,000 in federal funds purchased. Finally, our Company has
$20,000,000 line of credit with a correspondent bank that had no balance outstanding at December 31, 2007.
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Our Company’sliquidity depends primarily on the dividends paid to it as the sole shareholder of our subsidiary Bank. As discussed in note 3 to
our Company’s consolidated financial statements, the Bank may pay up to $25,079,000 in dividends to our Company without regulatory approval
subject to the ongoing capital requirements of the Bank.

In the normal course of business, our Company entersinto certain forms of off-balance sheet transactions, including unfunded loan
commitments and letters of credit. These transactions are managed through our Company’s various risk management processes. Management
considers both on-balance sheet and off-bal ance sheet transactionsin its evaluation of our Company’sliquidity. In the section entitled, “ Other Off-
Balance Sheet Activities’, we disclose that our Company has $147,095,000 in unused |oan commitments and standby letters of credit as of
December 31, 2007. While this commitment level would be difficult to fund given our Company’s current liquidity resources, we know that the
nature of these commitments are such that the likelihood of such afunding demand isvery low.

For the years ended December 31, 2007, 2006 and 2005, net cash provided by operating activities was $13,388,000 in 2007, $16,637,000 in 2006, and
$16,892,000 in 2005. $3,075,000 of the decrease between 2007 and 2006 reflects alower level of net income. The variancesin net cash provided by
operating activities between 2006 and 2005 is primarily the result of differencesin the timing of tax payments.

Net cash used in investing activities was $73,439,000 in 2007, $14,565,000 in 2006, and $61,449,000 in 2005. Theincrease in cash used in investing
activities from 2007 to 2006 is primarily due to an increase in loans and purchases of premises and equipment for three new branch facilities partially
offset by lower purchases of debt securities and lower proceeds received from maturities of debt securities. The decrease in cash used in investing
activities from 2006 to 2005 is primarily dueto asmaller increase in the loan portfolio aswell asthe purchase of Bank 10 in 2005.

Net cash provided by financing activities was $42,925,000 in 2007, $3,198,000 in 2006, and $26,580,000 in 2005. The increase in cash provided by
financing activities from 2007 to 2006 is primarily the result of an increase in interest-bearing transaction accounts, time deposits, and a net increase
in federal home loan borrowings partially offset by a decrease in demand deposits. The reduction in cash provided by financing activities from 2006
to 2005 is primarily the result of the issuance of additional subordinated note of $23,712,000 in 2005.

Other Off-Balance Sheet Activities

In the normal course of business, our Company is party to activities that contain credit, market and operational risk that are not reflected in whole
or in part in our Company’s consolidated financial statements. Such activitiesinclude traditional off-balance sheet credit related financial
instruments.

Our Company provides customers with off-balance sheet credit support through loan commitments and standby |etters of credit. Summarized
credit-related financial instruments, including both commitmentsto extend credit and letters of credit at December 31, 2007 are asfollows:

(Dollarsexpressed in thousands)

Amount of Commitment Expiration per Period

Lessthan 1-3 3-5 Over 5

Total 1Year Years Years Years

Unused |oan commitments $141,414 $23,438 $93,954 $10,057 $13,965
Standby letters of credit 5,681 4,076 119 1,486 —

Since many of the unused commitments are expected to expire or be only partially used, the total amount of commitmentsin the preceding table
does not necessarily represent future cash requirements.
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Contractual Cash Obligations
The required payments of time deposits and other borrowed money, not including interest, at December 31, 2007 are as follows:

(Dollarsexpressed in thousands)

Payments due by Period

Lessthan 1 1-3 3-5 Over 5

Total Y ear Years Years Years
Time deposits $453,680 $379,927 $64,780 $8,843 $130
Other borrowed money 77,915 48,158 28,797 834 126

Capital

Risk-based capital guidelines for financial institutions were adopted by regulatory authorities effective January 1, 1991. These guidelines are
designed to relate regulatory capital requirementsto the risk profiles of the specific institutions and to provide more uniform requirements among
the various regulators. Our Company is required to maintain a minimum risk-based capital to risk-weighted assets ratio of 8.00%, with at |east 4.00%
being “Tier 1" capital. In addition, aminimum leverage ratio, Tier 1 capital to adjusted total assets, of 3.00% must be maintained. However, for all but
the most highly rated financial institutions, aleverage ratio of 3.00% plus an additional cushion of 100 to 200 basis pointsis expected.

Detail concerning our Company’s capital ratios at December 31, 2007 isincluded in Note 3 of our Company’s consolidated financial statements
included elsewherein this report.

Recent Accounting Pronouncements

In December 2007, the FASB issued SFAS No. 141R, Business Combinations (Statement 141R) and FASB Statement No. 160, Noncontrolling
Interestsin Consolidated Financial Statements — an amendment to ARB No. 51 (Statement 160). Statements 141R and 160 require most identifiable
assets, liabilities, noncontrolling interests, and goodwill acquired in a business combination to be recorded at “full fair value” and require
noncontrolling interests (previously referred to as minority interests) to be reported as a component of equity, which changes the accounting for
transactions with noncontrolling interest holders. Both statements are effective for periods beginning on or after December 15, 2008, and earlier
adoption is prohibited. Statement 141R will be applied to business combinations occurring after the effective date. Statement 160 will be applied
prospectively to all noncontrolling interests, including any that arose before the effective date. Our Company is currently evaluating the impact of
adopting Statement 141R and SFAS160 on its results of operations and financial position. However, it is not expected to have a material impact on
our Company’s financial position or results of operations.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities—including an
amendment of FASB Statement No. 115 (SFAS 159). SFAS 159 gives our Company the irrevocable option to carry most financial assets and
liabilities at fair value that are not currently required to be measured at fair value. If the fair value option is elected, changesin fair value would be
recorded in earnings at each subsequent reporting date. SFAS 159 is effective for our Company’s 2008 fiscal year. Our Company is currently
evaluating the impact the adoption of this statement could have on itsfinancial condition and results of operations. However, it is not expected to
have amaterial impact on our Company’sfinancial position or results of operations.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurement. SFAS No0.157 defines fair value, establishes aframework for the
measurement of fair value, and enhances disclosures about fair value measurements. The statement does not require any new fair value measures.
The statement is effective for fair value measures already required or permitted by other standards for fiscal years beginning after November 15,
2007. Our Company isrequired to adopt SFAS 157 beginning on January 1, 2008. SFAS 157 isrequired to be applied prospectively, except for
certain financial instruments. Any transition adjustment will be recognized as an adjustment to opening retained earnings in the year of adoption. In
November 2007, the FASB proposed a one-year deferral of SFAS No. 157 sfair-value measurement requirements for nonfinancial assets and
liabilities that are not
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required or permitted to be measured at fair value on arecurring basis. Our Company is currently evaluating the impact of adopting SFAS No. 157
on itsresults of operations and financial position. However, it is not expected to have amaterial impact on our Company’sfinancial position or
results of operations.

In September 2006, the FASB's Emerging Issues Task Force reached a consensus on Issue No. 06-4, Accounting for Deferred Compensation
and Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements (EITF 06-4). EITF 06-4 provides guidance on the
accounting for arrangements in which an employer owns and controls the insurance policy and has agreed to share a portion of the cash surrender
value and/or death benefit with the employee. This guidance requires an employer to record a postretirement benefit, in accordance with FASB
Statement No. 106, Employers Accounting for Postretirement Benefits Other Than Pensions or APB Opinion No. 12, Omnibus Opinion-1967, if
there is an agreement by the employer to share a portion of the proceeds of alifeinsurance policy with the employee during the postretirement
period. This guidance is effective for reporting periods beginning after December 15, 2007. Our Company is currently evaluating the impact of
adopting EITF 06-4 on itsfinancial position and results of operations. However, it is not expected to have amaterial impact on the financial position
or results of operations.

Effective January 1, 2007, our Company adopted SFAS No. 156, Accounting for Servicing of Financial Assets an amendment of FASB Statement
No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities. SFAS No. 156 requires all separately
recognized servicing assets and liabilitiesto beinitially measured at fair value. In addition, entities are permitted to choose to either subsequently
measure servicing rights at fair value and report changesin fair value in earnings, or amortize servicing rightsin proportion to and over the
estimated net servicing income or loss and assess the rights for impairment. Our Company is using the amortized cost method of accounting for
servicing assets. The adoption had no material impact on our Company’s financial position or results of operations.

Effects of I nflation

The effects of inflation on financial institutions are different from the effects on other commercial enterprises since financial institutions make few
significant capital or inventory expenditures which are directly affected by changing prices. Because bank assets and liabilities are virtually all
monetary in nature, inflation does not affect afinancial institution as much as do changesin interest rates. The general level of inflation does
underlie the general level of most interest rates, but interest rates do not increase at the rate of inflation as do prices of goods and services. Rather,
interest rates react more to changesin the expected rate of inflation and to changes in monetary and fiscal policy.

Inflation does have an impact on the growth of total assetsin the banking industry, often resulting in a need to increase capital at higher than
normal ratesto maintain an appropriate capital to asset ratio. In the opinion of management, inflation did not have a significant effect on our
Company’s operations for the three years ended December 31, 2007.

Quantitative and Qualitative Disclosures About Market Risk

Our Company’s exposure to market risk isreviewed on aregular basis by our Company’s Asset/Liability Committee and Board of Directors.
Interest rate risk isthe potential of economic losses due to futureinterest rate changes. These economic losses can be reflected as aloss of future
net interest income and/or aloss of current fair market values. The objective isto measure the effect on net interest income and to adjust the
balance sheet to minimize the inherent risk while at the same time maximizing income. Management realizes certain risks are inherent and that the
goal isto identify and minimize those risks. Tools used by our Bank’s management include the standard gap report subject to different rate shock
scenarios. At December 31, 2007, the rate shock scenario models indicated that annual net interest income could change by as much as 14.5%
should interest ratesrise or fall within 200 basis points from their current level over a one year period. However there are no assurances that the
change will not be more or less than this estimate. Management further believes thisis an acceptable level of risk.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Hawthorn Bancshares, Inc.:

We have audited the accompanying consolidated bal ance sheets of Hawthorn Bancshares, Inc. and subsidiaries (the Company) as of December 31,
2007 and 2006, and the related consolidated statements of income, stockholders' equity and comprehensive income, and cash flows for each of the
yearsin the three-year period ended December 31, 2007. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility isto express an opinion on these consolidated financial statements based on our audits.

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

In our opinion, the consolidated financial statementsreferred to above present fairly, in al material respects, the financial position of Hawthorn
Bancshares, Inc. and subsidiaries as of December 31, 2007 and 2006, and the results of its operations and its cash flows for each of the yearsin the
three-year period ended December 31, 2007, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), Hawthorn
Bancshares, Inc.’sinternal control over financial reporting as of December 31, 2007, based on criteria established in Internal Control— ntegrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report dated March 14, 2008
expressed an unqualified opinion on the effectiveness of the Company’sinternal control over financial reporting.

/9 KPMGLLP

St. Louis, Missouri
March 14, 2008




HAWTHORN BANCSHARES, INC.

AND SUBSIDIARIES

Consolidated Balance Sheets

December 31, 2007 and 2006

Assets

Loans, net of allowance for loan losses of $9,281,848 and $9,015,378 at December 31, 2007 and 2006,

respectively
Investment in avail able-for-sale securities, at fair value
Investment in equity securities, at cost
Federal funds sold and securities purchased under agreements to resell
Cash and due from banks
Premises and equipment
Other real estate owned and repossessed assets
Accrued interest receivable
Mortgage servicing rights
Goodwill
Intangibl e assets
Cash surrender value — life insurance
Other assets

Total assets
Liabilitiesand Stockholders Equity

Deposits:
Demand
NOW
Savings
Money market
Time deposits $100,000 and over
Other time deposits

Total deposits

Federal funds purchased and securities sold under agreements to repurchase
Interest-bearing demand notesto U.S. Treasury
Subordinated notes
Other borrowed money
Accrued interest payable
Other liahilities
Total liabilities

Commitments and contingent liabilities

Stockholders’ equity:
Common stock, $1 par value. Authorized 15,000,000 shares; issued 4,298,353 shares
Surplus
Retained earnings
Accumulated other comprehensive income (loss), net of tax
Treasury stock; 128,858 and 128,506 shares, at cost
Total stockholders’ equity

Total liabilities and stockholders' equity

See accompanying notes to consolidated financial statements.

2007 2006
$ 901,996,263 803,297,381
151,742,455 183,566,135
5,626,050 6,207,175
664,184 9,922,961
35,209,201 43,077,605
40,543,546 34,706,857
2,337,107 2,734,500
8,764,196 8,773,686
1,184,868 1,350,375
40,323,775 40,323,775
2,831,540 3,753,877
1,820,532 1,750,420
2,760,362 3,247,150
$1,195804,079  1,142,711,897
$ 138,355,520 138,885,883
116,635,508 108,886,884
43,183,790 48,249,204
169,402,365 151,737,295
139,742,676 135,886,042
313,937,432 316,219,426
921,257,201 899,864,734
25,729,863 29,460,492
— 1,735,638
49,486,000 49,486,000
77,915,027 47,368,315
4,723,965 4,366,250
5,493,110 5,485,878
1,084,605256  1,037,767,307
4,298,353 4,298,353
22,530,191 22,248,319
85,728,114 81,431,713
1,356,538 (381,286)
(2,714,373) (2,652,509)
111,198,823 104,944,590
$1,195804,079  1,142,711,897




HAWTHORN BANCSHARES, INC.
AND SUBSIDIARIES
Consolidated Statements of Income

Y ears ended December 31, 2007, 2006, and 2005

2007 2006 2005
Interest income:
Interest and fees on loans $65,533,873 62,578,814 49,316,370
Interest on debt securities:
Taxable 5,702,806 5,750,751 5,095,896
Nontaxable 1,986,171 1,935,987 1,645,247
Interest on federal funds sold and securities purchased under agreementsto resell 614,571 748,419 1,018,459
Interest on interest-bearing deposits 57,963 100,171 38,973
Dividends on equity securities 311,723 309,150 225,089
Total interest income 74,207,107 71,423,292 57,340,034
Interest expense:
NOW accounts 1,482,373 1,390,264 1,665,813
Savings accounts 260,412 298,216 319,247
Money market accounts 5,668,258 5,186,055 3,618,277
Time deposit accounts $100,000 and over 7,045,209 5,251,329 3,330,402
Other time deposit accounts 14,825,176 12,465,782 8,740,619
Securities sold under agreements to repurchase 1,133,688 1,754,974 1,237,899
Interest-bearing demand notesto U.S. Treasury 10,734 30,785 19,950
Federal funds purchased 246,640 55,693 18,309
Subordinated notes 3,617,254 3,528,418 2,747,293
Other borrowed money 2,885,119 2,804,892 1,975,781
Total interest expense 37,174,863 32,766,408 23,673,590
Net interest income 37,032,244 38,656,384 33,666,444
Provision for loan |osses 1,154,216 1,325,733 1,321,612
Net interest income after provision for loan losses 35,878,028 37,331,151 32,344,832
Noninterest income:
Service charges on deposit accounts 5,394,493 5,729,972 4,244,962
Trust department income 967,774 798,832 809,998
Mortgage loan servicing fees, net 341,377 432,517 427127
Gain on sale of mortgage loans, net 665,817 432,112 676,666
Loss on sales of debt securities (1,747) (18,351) (25,416)
Other 2,853,280 1,224,982 1,131,959
Total noninterest income 10,220,994 8,600,064 7,265,296
Noninterest expense:
Salaries and employee benefits 18,733,125 17,019,086 13,920,030
Occupancy expense, net 2,201,809 1,994,592 1,600,424
Furniture and equipment expense 2,878,810 2,300,872 2,150,231
Legal, examination, and professional fees 1,582,763 1,431,354 1,419,614
Advertising and promotion 1,196,216 896,686 819,376
Postage, printing, and supplies 1,296,518 1,146,896 975,768
Impairment and other real-estate owned expense 680,832 119,171 136,694
Processing expense 1,470,475 1,008,673 750,791
Amortization of intangible assets 922,337 1,032,583 806,896
Other 4,090,922 3,198,230 2,788,326
Total noninterest expense 35,053,807 30,148,143 25,368,150
Income before income taxes 11,045,215 15,783,072 14,241,978
Income taxes 3,245,239 4,907,867 4,326,700
Net income $ 7,799,976 10,875,205 9,915,278
Basic earnings per share $ 1.87 261 2.38
Diluted earnings per share 1.85 2.59 2.36

See accompanying notes to consolidated financial statements.

35







Consolidated Statements of Stockholders' Equity and Comprehensive Income

Balance, December 31, 2004
Comprehensive income:
Net income
Other comprehensiveloss:
Unrealized gain (loss) on securities:
Unrealized loss on debt and
equity securities available-for-
sale, net of tax
Adjustment for loss on sales and
calls of debt and equity
securities, net of tax

Total other comprehensive |oss
Total comprehensive income

Adjustment for deferred compensation
plan

Cash dividends declared, $0.84 per
share

Balance, December 31, 2005
Comprehensive income:
Net income
Other comprehensive loss:
Unrealized gain (loss) on securities:
Unrealized gain on debt and
equity securities available-for-
sale, net of tax
Adjustment for loss on sales and
calls of debt and equity
securities, net of tax

Total other comprehensive
income

Total comprehensive income

Stock based compensation expense

Adjustment to initially apply SFAS
No. 158, net of tax

Cash dividends declared, $0.84 per
share

Balance, December 31, 2006
Comprehensive income:
Net income
Other comprehensive loss:
Unrealized gain (loss) on securities:

Unrealized gain on debt and
equity securities available-for-
sale, net of tax

Adjustment for loss on sales and
calls of debt and equity
securities, net of tax

Defined benefit pension plans:

Prior service cost arising during
period from plan amendment,
net of tax

Net gain arising during period, net
of tax

Amortization of prior service cost
included in net periodic
pension cost, net of tax

HAWTHORN BANCSHARES, INC.

AND SUBSIDIARIES

Y ears ended December 31, 2007, 2006 and 2005

Accumulated Total

other Stock -

Common Retained Comprehensive Treasury holders’

Stock Surplus Earnings Income (loss) Stock Equity
$4,298,353 22,014,894 67,716,511 393,534 (2,652,509) 91,770,783
— — 9,915,278 — — 9,915,278
— — — (1,482,224) — (1,482,224)
— — — 16,520 — 16,520
(1,465,704)
8,449,574
— 15,180 — — — 15,180
— — (3,502,672) — — (3,502,672)
4,298,353 22,030,074 74,129,117 (1,072,170) (2,652,509) 96,732,865
— — 10,875,205 — — 10,875,205
= = = 392,712 = 392,712
— — — 11,928 — 11928
404,640
11,279,845
= 218,245 == = = 218,245
—_ — (69,937) 286,244 —_ 216,307
— — (3,502,672) — — (3,502,672)
4,298,353 22,248,319 81,431,713 (381,286) (2,652,509) 104,944,590
— — 7,799,976 — — 7,799,976
— — — 1,403,925 — 1,403,925
— — — 1,136 — 1,136
— — — 61,701 — 61,701
— — — 234,562 — 234,562
— — — 36,500 — 36,500



Total other comprehensive

income 1,737,824

Total comprehensive income 9,537,800

Stock based compensation expense — 264,881 — — — 264,881

Exercise of stock options — 16,991 — — 83,436 100,427

Treasury stock purchased — — — — (145,300) (145,300)
Cash dividends declared, $0.84 per

share — — (3,503,575) — — (3,503,575)

Balance, December 31, 2007 $4,298,353 22,530,191 85,728,114 1,356,538 (2,714,373) 111,198,823

See accompanying notes to consolidated financial statements.
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HAWTHORN BANCSHARES, INC.
AND SUBSIDIARIES
Consolidated Statements of Cash Flows
Y ears ended December 31, 2007, 2006, and 2005

2007 2006 2005
Cash flows from operating activities:
Net income $ 7,799,976 10,875,205 9,915,278
Adjustments to reconcile net income to net cash provided by operating activities:
Provision for loan losses 1,154,216 1,325,733 1,321,612
Depreciation expense 2,050,122 1,910,070 1,780,696
Net amortization (accretion) of debt securities, premiums, and discounts (46,306) (13,488) 1,665,189
Amortization of intangible assets 922,337 1,032,583 806,896
Stock based compensation expense 264,881 218,245 —
(Increase) decrease in accrued interest receivable 9,490 (1,001,113) (1,234,671)
Increase in cash surrender value -lifeinsurance (70,112) (67,584) (71,798)
(Increase) decrease in other assets (749,866) (199,226) 714,907
Increase in accrued interest payable 357,715 1,227,120 1,131,714
Increase in other liabilities 7,232 472,775 1,927,354
Loss on sales of debt securities 1,747 18,351 25,416
Origination of mortgage loansfor sale (39,575,067) (20,457,303) (38,767,565)
Proceeds from the sale of mortgage loans 40,240,884 20,889,415 39,444,231
Gain on sale of mortgage |oans, net (665,817) (432,112) (676,666)
Loss (gain) on sales and dispositions of premises and equipment 323,752 31,033 (60,068)
Other, net 1,362,354 807,639 (1,030,849)
Net cash provided by operating activities 13,387,538 16,637,343 16,891,676
Cash flows from investing activities:
Net increasein loans (103,830,110) (2,205,010) (49,456,777)
Purchase of available-for-sale debt securities (65,747,670) (146,710,971) (504,908,407)
Proceeds from maturities of available-for-sale debt securities 66,572,206 129,177,143 494,396,760
Proceeds from calls of available-for-sale debt securities 26,288,700 5,985,038 21,482,500
Proceeds from sales of available-for-sale debt securities 6,910,634 1,985,257 3,199,925
Purchase of equity securities (2,015,900) (1,008,150) —
Proceeds from sales of equity securities 2,597,025 1,103,700 —
Acquisition of subsidiary, net of cash and cash equivalents acquired — — (21,800,539)
Purchases of premises and equipment (8,948,850) (3,931,811) (6,387,156)
Proceeds from sales of premises and equipment 738,287 174,759 171,304
Proceeds from sales of other real estate owned and repossessions 3,996,405 865,151 1,853,174
Net cash used in investing activities (73,439,273) (14,564,894) (61,449,216)
Cash flows from financing activities:
Net increase (decrease) in demand deposits (530,363) 4,521,095 11,948,224
Net increase (decrease) in interest-bearing transaction accounts 20,348,280 (14,949,968) (11,603,004)
Net increase in time deposits 1,574,640 28,838,401 4,849,825
Net increase (decrease) in federal funds purchased and securities sold under agreements
to repurchase (3,730,629) (7,535,243) 1,474,489
Net increase (decrease) in interest-bearing demand notesto U.S. Treasury (1,735,638) 637,301 179,898
Proceeds from Federal Home L oan Bank advances 137,000,000 176,624,684 14,500,000
Repayment of Federal Home Loan Bank advances (106,453,288) (181,436,030) (15,104,177)
Proceeds from issuance of subordinated notes — — 23,712,000
Proceeds from sale of treasury stock 100,427 — —
Purchase of treasury stock (145,300) — —
Cash dividends paid (3,503,575) (3,502,672) (3,377,576)
Net cash provided by financing activities 42,924,554 3,197,568 26,579,679
Net increase (decrease) in cash and cash equivalents (17,127,181) 5,270,017 (17,977,861)
Cash and cash equivalents, beginning of year 53,000,566 47,730,549 65,708,410
Cash and cash equivalents, end of year $ 35,873,385 53,000,566 47,730,549
Supplemental disclosures of cash flow information:
Cash paid during the year for:
Interest $ 36,817,148 31,524,523 22,541,876
Income taxes 3,507,000 5,033,881 3,645,000
Supplemental schedule of noncash investing and financing activities:
Other real estate and repossessions acquired in settlement of loans $ 3,977,012 2,031,998 3,348,616
Acquisition of Bank 10:
Increasein loans — — 130,522,517
Increase in deposits — — 149,610,685



See accompanying notes to consolidated financial statements.
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HAWTHORN BANCSHARES, INC.
AND SUBSIDIARIES

Notesto Consolidated Financial Statements
December 31, 2007, 2006 and 2005
(1) Ssummary of Significant Accounting Policies

Hawthorn Bancshares, Inc. (the Company) provides afull range of banking servicesto individual and corporate customers located within the
communities surrounding Jefferson City, Clinton, Warsaw, Springfield, Branson and Lee's Summit, Missouri. The Company is subject to
competition from other financial and nonfinancial institutions providing financial products. Additionally, the Company and its subsidiaries are
subject to the regulations of certain regulatory agencies and undergo periodic examinations by those regulatory agencies.

The consolidated financial statements of the Company have been prepared in conformity with U.S. generally accepted accounting principles
and conform to predominant practices within the banking industry. The preparation of the consolidated financial statementsin conformity with
U.S. generally accepted accounting principles requires management to make estimates and assumptions, including the determination of the
allowance for |oan losses, real estate acquired in connection with foreclosure or in satisfaction of loans, and fair values of investment securities
available-for-sale that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
consolidated financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

The significant accounting policies used by the Company in the preparation of the consolidated financial statements are summarized below:
Principles of Consolidation

Asfurther described in note 17, during 2007 the Company combined its banking subsidiariesinto Hawthorn Bank (the Bank), awholly owned
subsidiary. The consolidated financial statements include the accounts of the Company and the Bank. All significant intercompany accounts
and transactions have been eliminated in consolidation.

Segment information

Prior to 2007, the Company defined its business segments to be each of its bank subsidiaries (Exchange National Bank, Citizens Union State
Bank, Osage Valley Bank, and Bank 10). During 2007, the combination of the subsidiary banks into one bank resulted in the consolidation of
the Company’ s business segments into a single business segment.

Loans

Loans are stated at unpaid principal balance amount less unearned income and the allowance for |oan losses. Income on loansis accrued on a
smple-interest basis.

Loans are placed on nonaccrual status when management believes that the borrower’s financial condition, after consideration of business
conditions and collection efforts, is such that collection of interest is doubtful. Subsequent interest payments received on such loans are
applied to principal if doubt exists asto the collectibility of such principal; otherwise, such receipts are recorded as interest income. A loan
remains on nonaccrual status until the loanis current asto payment of both principal and interest and/or the borrower demonstrates the
ability to pay and remain current.

(Continued)
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HAWTHORN BANCSHARES, INC.
AND SUBSIDIARIES

Notesto Consolidated Financial Statements
December 31, 2007, 2006 and 2005
Loan origination fees and certain direct costs are deferred and recognized over the life of the loan as an adjustment to yield.

The Bank originates certain loans which are sold in the secondary mortgage market. These long-term, fixed-rate |oans are sold on a note-by-
note basis. Immediately upon locking in an interest rate, the Company entersinto an agreement to sell the mortgage loan without recourse,
thereby eliminating the Company’s exposure to interest rate fluctuations. At December 31, 2007 and 2006, $1,832,000 and $706,000 mortgage
loans were held for sale, respectively. Mortgage |oan servicing fees earned on loans sold are reported as income when the related loan
payments are collected net of mortgage servicing right amortization. Operational costs to service such loans are charged to expense as
incurred.

Allowance for Loan Losses

The allowance for loan lossesisincreased by provisions charged to expense and is reduced by |oan charge-offs, net of recoveries.
Management utilizes a systematic, documented approach in determining an adequate allowance for loan losses. Management’s approach,
which provides for general and specific valuation allowances, is based on current economic conditions, past |osses, collection experience, risk
characteristics of the portfolio, assessment of collateral values by obtaining independent appraisals for significant properties, and such other
factors, which, in management’s judgment, deserve current recognition in estimating loan |l osses.

Management believes the allowance for loan losses is adequate to absorb probable losses in the loan portfolio. While management uses
available information to recognize loan losses, future additions to the allowance may be necessary based on changes in economic conditions.
In addition, various regulatory agencies, as an integral part of their examination process, periodically review the allowance for loan | osses.
Such agencies may require the Bank to increase the allowance for loan losses based on their judgment about information available to them at
thetime of their examination.

A loanis considered impaired when it is probable a creditor will be unable to collect all amounts due, both principal and interest, according to
the contractual terms of the loan agreement. When measuring impairment, the expected future cash flows of an impaired |oan are discounted
at the loan’s effective interest rate. Alternatively, impairment is measured by reference to an observable market price, if one exists, or thefair
value of the collateral for a collateral-dependent |oan. Regardless of the historical measurement method used, the Company measures
impairment based on the fair value of the collateral when foreclosureis probable. Additionally, impairment of arestructured loan is measured
by discounting the total expected future cash flows at the loan’s effective rate of interest as stated in the original loan agreement. The
Company follows its nonaccrual method for recognizing interest income on impaired loans.

I nvestment in Debt and Equity Securities

At the time of purchase, debt securities are classified into one of two categories: available-for-sale or held-to-maturity. Held-to-maturity
securities are those securities which the Company has the ability and positive intent to hold until maturity. All debt securities not classified as
held-to-maturity are classified as available-for-sale.

(Continued)
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Notesto Consolidated Financial Statements
December 31, 2007, 2006 and 2005

Available-for-sale securities are recorded at fair value. Held-to-maturity securities are recorded at amortized cost, adjusted for the amortization
of premiums or discounts. Unrealized gains and | osses, net of the related tax effect, on available-for-sale securities are excluded from earnings
and reported as accumul ated other comprehensive income, a separate component of stockholders' equity, until realized.

Premiums and discounts are amortized using the interest method over the lives of the respective securities, with consideration of historical
and estimated prepayment rates for mortgage-backed securities, as an adjustment to yield. Dividend and interest income are recognized when
earned. Realized gains and losses for securities classified as avail able-for-sale are included in earnings based on the specific identification
method for determining the cost of securities sold.

A decline in the market value of any available-for-sale or held-to-maturity security below cost that is deemed other than temporary resultsin a
charge to earnings and the establishment of anew cost basis for the security. To determine whether an impairment is other-than-temporary,
the Company considers whether it has the ability and intent to hold the investment until a market price recovery and considers whether
evidence indicating the cost of the investment is recoverable outweighs evidence to the contrary. Evidence considered in this assessment
includes the reasons for the impairment, the severity and duration of the impairment, changes in value subsequent to year-end, and
forecasted performance of the investee.

The Bank, as amember of the Federal Home Loan Bank System administered by the Federal Housing Finance Board, is required to maintain an
investment in the capital stock of the Federal Home Loan Bank of Des Moines (FHLB) in an amount equal to 12 basis points of the bank’s
year-end total assets plus 4.45% of advances from the FHLB to the bank. These investments are recorded at cost, which represents
redemption value.

Premises and Equipment

Premises and equipment are stated at cost, less accumulated depreciation. Depreciation applicable to buildings and improvements and
furniture and equipment is charged to expense using straight-line and accel erated methods over the estimated useful lives of the assets. Such
lives are estimated to be 5 to 40 years for buildings and improvements and 3 to 15 years for furniture and equipment. Maintenance and repairs
are charged to expense asincurred.

Goodwill and Other I ntangible Assets

Goodwill represents the excess of costs over fair value of net assets of businesses acquired. Goodwill and intangible assets acquiredin a
purchase business combination and determined to have an indefinite useful life are not amortized, but instead are tested for impairment at
least annually. Intangible assets with estimable useful lives are amortized over their respective estimated useful lives.

(Continued)
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The Company performs an annual review of goodwill and intangible assets for impairment to determine whether the carrying value of
underlying assets may not be recoverable. The Company measures recoverability based upon the future cash flows expected to result from
the use of the underlying asset and its eventual disposition. If the sum of the expected future cash flows (undiscounted and without interest
charges) isless than the carrying value of the underlying asset, the Company recognizes an impairment loss. The impairment loss recognized
represents the amount by which the carrying value of the underlying asset exceeds the fair value of the underlying asset. As such
adjustments become necessary, they are reflected in the results of operationsin the periodsin which they become known.

The core deposit intangibl e assets established in connection with prior acquisitions are being amortized over periods ranging from seven to
ten years using straight-line and accel erated methods of amortization. Other intangible assets are amortized over periods up to seven years.

I mpairment of Long-lived Assets

Long-lived assets, such as premises and equipment, and other intangibles subject to amortization, are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of assetsto be held
and used is measured by a comparison of the carrying amount of an asset to estimated undiscounted future cash flows expected to be
generated by the asset. If the carrying amount of an asset exceeds its estimated future cash flows, an impairment charge is recognized by the
amount by which the carrying amount of the asset exceeds the fair value of the asset.

Other Real Estate

Other real estate, included in other assets in the accompanying consolidated balance sheets, isrecorded at fair value, less estimated selling
costs. If the fair value of other real estate declines subsequent to foreclosure, the differenceis recorded as a valuation allowance through a
charge to expense. Subsequent increasesin fair value are recorded through areversal of the valuation allowance. Expensesincurred in

mai ntai ning the properties are charged to expense.

(Continued)
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Pension Plan

The Company has a honcontributory defined benefit pension plan covering al of its employees upon their retirement. The benefits are based
on age, years of service and the level of compensation during the employees highest ten years of compensation before retirement. Net
periodic costs are recognized as employees render the services necessary to earn the retirement benefits. The Company records annual
amounts relating to its pension plan based on calculations that incorporate various actuarial and other assumptionsincluding discount rates,
mortality, assumed rates of return, compensation increases and turnover rates. The Company reviews its assumptions on an annual basis and
may make modifications to the assumptions based on current rates and trends when it is appropriate to do so. The Company believes that the
assumptions utilized in recording its obligations under its plan are reasonabl e based on its experience and market conditions.

Effective December 31, 2006, the Company adopted Statement of Financial Accounting Standard (SFAS) No. 158, Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans — an amendment of Financial Accounting Standards Board (FASB) Statements

No. 87, 88, 106, and 132(R) (SFAS No. 158). SFAS No. 158 requires an employer to recognize the overfunded or underfunded status of a
defined benefit postretirement plan (other than a multiemployer plan) as an asset or liability in its consolidated balance sheet and to recognize
changesin the funded statusin the year in which the changes occur through comprehensive income of a business entity or changesin
unrestricted net assets of a not-for-profit organization. This statement also requires an employer to measure the funded status of a plan as of
the date of itsfiscal year-end, with limited exceptions.

Income Taxes

The Company estimates income tax expense based on amounts expected to be owed to various tax jurisdictions. Accrued taxes represent the
net estimated amount due or to be received from taxing jurisdictions either currently or in the future and are reported in other assets or other
liabilities on the consolidated balance sheet. In estimating accrued taxes, the Company assesses the rel ative merits and risks of the
appropriate tax treatment considering statutory, judicial and regulatory guidancein the context of the tax position. Because of the complexity
of tax laws and regulations, interpretation can be difficult and subject to legal judgment given specific facts and circumstances. It is possible
that others, given the same information, may at any point in time reach different reasonabl e conclusions regarding the estimated amounts of
accrued taxes.

Changes in the estimate of accrued taxes occur periodically dueto changesin tax rates, interpretations of tax laws, the status of examinations
being conducted by various taxing authorities, and newly enacted statutory, judicial and regulatory guidance that impact the relative merits
and risks of tax positions. These changes, when they occur, affect accrued taxes and can be significant to the operating results of the
Company. Management believes the accrual for tax liabilitiesis adequate for all open audit years based on its assessment of many factors,
including past experience and interpretations of tax law appliesto the fact of each matter. The Company’s state and federal income tax returns
for 2004 to 2007 are open tax years. As of December 31, 2007, there were no federal or state income tax examinationsin process.

(Continued)
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Effective January 1, 2007, the Company adopted FASB Interpretation 48, Accounting for Uncertainty in Income Taxes, an Interpretation of
FAS No. 109, Accounting for Income Taxes (FIN 48). The Interpretation defines the threshold for recognizing the financial impact of uncertain
tax provisionsin accordance with FAS 109. An enterprise must recognize, in itsfinancial statements, the best estimate of the impact of atax
position if that position is “more-likely-than-not” of being sustained on audit based solely on the technical merits of the position on the
reporting date.

In evaluating whether the probable recognition threshold has been met, FIN 48 requires the presumption that the tax position will be
evaluated during an audit by taxing authorities. The term “more-likely-than-not” is defined as alikelihood of more than 50 percent. Individual
tax positionsthat fail to meet the recognition threshold will generally result in (&) reductionsin deferred tax assets or increases in deferred tax
liabilities or (b) increasesin aliability for income taxes payable or reduction of an income tax refund receivable. See note 14 for additional
income tax information.

Trust Department

Property held by the Bank in fiduciary or agency capacity for customersis not included in the accompanying consolidated bal ance sheets,
since such items are not assets of the Company. Trust department income is recognized on the accrual basis.

Earnings per Share

Earnings per shareis computed as follows:

2007 2006 2005
Net income, basic and diluted $7,799,976 10,875,205 9,915,278
Average shares outstanding 4,171,163 4,169,847 4,169,847
Effect of dilutive stock options 39,681 34,700 29,012
Average shares outstanding including dilutive stock options $4,210,844 4,204,547 4,198,859
Net income per share, basic $ 1.87 2.61 2.38
Net income per share, diluted 1.85 259 2.36

Stock optionsthat have a strike price greater than the current market price are considered anti-dilutive. For the years ended December 31,
2007, 2006, and 2005, 6,082, 4,482, and 6,149 shares of stock, respectively, are excluded in the cal culation because their effect would be anti-
dilutive.

Consolidated Statements of Cash Flows

For the purpose of the consolidated statements of cash flows, cash and cash equivalents consist of federal funds sold and securities sold or
purchased under agreements to resell, cash, and due from banks.

(Continued)
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Stock Options

The Company maintains a stock-based incentive program. Prior to 2006, the Company applied the intrinsic value-based method, as outlined in
Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees, (APB No. 25) and related interpretations, in
accounting for stock options granted under these programs. Under the intrinsic value-based method, no compensation expense was
recoghized if the exercise price of the Company’s employee stock options equal ed the market price of the underlying stock on the date of the
grant. Accordingly, prior to 2006, no compensation cost was recognized in the consolidated statements of income for stock options granted
to employees, since all options granted under the company’s share incentive programs had an exercise price equal to the fair value of the
underlying common stock on the date of the grant.

Effective January 1, 2006, the Company adopted SFAS No. 123(R) Share-Based Payment. This statement replaces SFAS No. 123, Accounting
for Stock-Based Compensation, and supersedes APB No. 25. SFAS No. 123(R) requires that all stock-based compensation be recognized as
an expense in the financial statements and that such cost be measured at the fair value of the award. This statement was adopted using the
modified prospective method of application, which requires the Company to recognize compensation expense on a prospective basis.
Therefore, prior period financial statements have not been restated. Under this method, in addition to reflecting compensation expense for
new share-based awards, expenseis also recognized to reflect the remaining service period of awards that had been included in pro forma
disclosuresin prior periods. SFAS No. 123(R) also requires that excess tax benefits related to stock option exercises be reflected as financing
cash inflows instead of operating cash inflows.

Thefollowing tableillustrates the effect on net income and earnings per share if the fair value recognition provisions of SFAS No. 123,
Accounting for Stock-Based Compensation, had been applied to all outstanding and unvested awardsin the prior period ended December 31,

2005:
Net income:
Asreported $9,915,278
Deduct total stock-based employee compensation expense determined under fair-val ue based method for all awards, net of
tax (142,799)
Pro forma $9,772,479

Pro forma earnings per common share:

Asreported basic $ 2.38
Pro formabasic 2.34
Asreported diluted 2.36
Pro formadiluted 2.33
(Continued)
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Treasury Stock

The purchase of the Company’s common stock is recorded at cost. Upon subsequent reissuance, the treasury stock account is reduced by
the average cost basis of such stock.

Comprehensive | ncome

The Company reports comprehensive income in the consolidated statements of stockholders' equity and comprehensive income (10ss).

Recently | ssued Accounting Standards

In December 2007, the FASB issued SFAS No. 141R, Business Combinations (Statement 141R) and FASB Statement No. 160, Noncontrolling
Interestsin Consolidated Financial Statements - an amendment to ARB No. 51 (Statement 160). Statements 141R and 160 require most
identifiable assets, liabilities, noncontrolling interests, and goodwill acquired in a business combination to be recorded at “full fair value” and
require noncontrolling interests (previously referred to as minority interests) to be reported as a component of equity, which changes the
accounting for transactions with noncontrolling interest holders. Both statements are effective for periods beginning on or after December 15,
2008, and earlier adoption is prohibited. Statement 141R will be applied to business combinations occurring after the effective date. Statement
160 will be applied prospectively to all noncontrolling interests, including any that arose before the effective date. The Company is currently
evaluating the impact of adopting SFAS 141R and Statement 160 on its results of operations and financial position. However, it is not
expected to have amaterial impact on the Company’sfinancial position or results of operations.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities—including an
amendment of FASB Statement No. 115 (SFAS 159). SFAS 159 gives the Company the irrevocable option to carry most financial assets and
liabilities at fair value that are not currently required to be measured at fair value. If the fair value option is elected, changesin fair value would
be recorded in earnings at each subsequent reporting date. SFAS 159 is effective for the Company’s 2008 fiscal year. The Company is
currently evaluating the impact the adoption of this statement could have onitsfinancial condition, and results of operations. However, itis
not expected to have amaterial impact on the Company’s financial position or results of operations.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurement. SFAS N0.157 defines fair value, establishes aframework for the
measurement of fair value, and enhances disclosures about fair value measurements. The statement does not require any new fair value
measures. The statement is effective for fair value measures already required or permitted by other standards for fiscal years beginning after
November 15, 2007. The Company isrequired to adopt SFAS 157 beginning on January 1, 2008. SFAS 157 isrequired to be applied
prospectively, except for certain financial instruments. Any transition adjustment will be recognized as an adjustment to opening retained
earningsin the year of adoption. In November 2007, the FASB proposed a one-year deferral of SFAS N0.157’ s fair-val ue measurement
requirements for nonfinancial assets and liabilities that are not required or permitted to be measured at fair value on arecurring basis. The
Company is currently evaluating the impact of adopting SFAS No.157 on itsresults of operations and financial position.
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However, it is not expected to have amaterial impact on the Company’s financial position or results of operations.

In September 2006, the FASB’s Emerging I ssues Task Force reached a consensus on Issue No. 06-4, Accounting for Deferred Compensation
and Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements (EITF 06-4). EITF 06-4 provides guidance on
the accounting for arrangements in which an employer owns and control s the insurance policy and has agreed to share a portion of the cash
surrender value and/or death benefit with the employee. This guidance requires an employer to record a postretirement benefit, in accordance
with FASB Statement No. 106, Employers Accounting for Postretirement Benefits Other Than Pensions or APB Opinion No. 12, Omnibus
Opinion-1967, if thereis an agreement by the employer to share a portion of the proceeds of alife insurance policy with the employee during
the postretirement period. This guidance is effective for reporting periods beginning after December 15, 2007. The Company is currently
evaluating the impact of adopting EITF 06-4 on its financial position and results of operations. However, it is not expected to have a material
impact on the financial position or results of operations.

Effective January 1, 2007, the Company adopted SFAS No. 156, Accounting for Servicing of Financial Assets an amendment of FASB
Statement No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities. SFAS No. 156 requires
all separately recognized servicing assets and liabilities to beinitially measured at fair value. In addition, entities are permitted to choose to
either subsequently measure servicing rights at fair value and report changesin fair valuein earnings, or amortize servicing rightsin
proportion to and over the estimated net servicing income or loss and assess the rights for impairment. The Company is using the amortized
cost method of accounting for servicing assets. The adoption had no material impact on the Company’s financial position or results of
operations.

Reclassifications
Certain prior year information has been reclassified to conform to the current year presentation.
(2) Acquisitions

On May 2, 2005 the Company acquired 100% of the outstanding common shares of Bank 10 from Drexel Bancshares, Inc. of Belton, Missouri.
Accordingly, the results of operations of Bank 10 have been included in the condensed consolidated financial statements since the date of
acquisition. Bank 10 has branchesin Belton, Drexel, Independence, Harrisonville, and Raymore, Missouri.
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A summary of unaudited pro forma combined financial information for the year ended December 31, 2005 for the Company and Bank 10 asif the
transaction had occurred on January 1, 2005 follows:

December 31, 2005

Net interest income $35,399,301
Net income 10,109,876
Basic earnings per share $ 2.42
Diluted earnings per share $ 241

(3) Capital Requirements

The Company and the Bank are subject to various regulatory capital requirements administered by federal and state banking agencies. Failure to
meet minimum capital requirements can initiate certain mandatory, and possibly additional discretionary, actions by regulators that, if
undertaken, could have a direct material effect on the Company’s consolidated financial statements. Under capital adequacy guidelines, the
Company and the Bank must meet specific capital guidelines that involve quantitative measures of assets, liabilities, and certain off-bal ance-
sheet items as cal culated under regulatory accounting practices. The capital amounts and classification of the Company and the Bank are
subject to qualitative judgments by the regulators about components, risk-weightings, and other factors.

Quantitative measures established by regulations to ensure capital adequacy require the Company and the Bank to maintain minimum amounts
and ratios (set forth in the following table) of total and Tier | capital to risk-weighted assets, and of Tier | capital to adjusted-average assets.
Management believes, as of December 31, 2007 and 2006, the Company and the Bank meet all capital adequacy requirements to which they are
subject.

Asof December 31, 2007, the most recent notification from the regulatory authorities categorized the bank aswell capitalized under the
regulatory framework for prompt corrective action. To be categorized aswell capitalized, the Bank must maintain minimum total risk-based, Tier |
risk-based, and Tier | leverage ratios as set forth in the table. There are no conditions or events since the notifications that management
believes have changed the Bank’s categories.

(Continued)

47




HAWTHORN BANCSHARES, INC.
AND SUBSIDIARIES

Notesto Consolidated Financial Statements
December 31, 2007, 2006 and 2005

The actual and required capital amounts and ratios for the Company and the Bank as of December 31, 2007 and 2006 are as follows (dollarsin
thousands):

2007
To bewell capitalized
under prompt corrective
Actual Capital requirements action provision
Amount Ratio Amount Ratio Amount Ratio
Total capital (to risk-weighted assets):
Company $123,970 13.24% $74,925 8.00% — —%
Hawthorn Bank 115,395 12.35 74,740 8.00 93,425 10.00
Tier | capital (to risk-weighted assets):
Company 103,754 11.08 37,463 4.00 = =
Hawthorn Bank 106,113 11.36 37,370 4.00 56,055 6.00
Tier | capital (to adjusted average
assets):
Company 103,754 9.12 34,148 3.00 — —
Hawthorn Bank 106,113 9.33 34,126 3.00 56,876 5.00
2006
To bewell capitalized
under prompt corrective
Actual Capital requirements action provision
Amount Ratio Amount Ratio Amount Ratio
Total capital (to risk-weighted assets):
Company $118,184 13.84% $68,293 8.00% — —%
Hawthorn Bank 110,316 12.93 68,234 8.00 85,292 10.00
Tier | capital (to risk-weighted assets):
Company 96,300 11.28 34,147 4.00 = =
Hawthorn Bank 101,451 11.89 34,117 4.00 51,175 6.00
Tier | capital (to adjusted average
assets):
Company 96,300 8.77 32,937 3.00 — —
Hawthorn Bank 101,451 9.25 32,892 3.00 54,820 5.00

Bank dividends are the principal source of funds for payment of dividends by the Company to its stockholders. The Bank is subject to
regul ations which require the maintenance of minimum capital requirements. At December 31, 2007, unappropriated retained earnings of
approximately $25,079,000 were available for the declaration of dividends to the Company without prior approval from regulatory authorities.
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(4) Loans

A summary of loans, by classification, at December 31, 2007 and 2006 is as follows:

2007 2006

Commercial $151,487,677 145,696,898
Real estate — construction 147,432,123 150,890,994
Real estate — mortgage 575,551,891 478,852,928
Installment and other consumer 36,738,062 36,967,543
Unamortized |oan origination fees and costs, net 68,358 (95,604)
911,278,111 812,312,759

Less allowance for |oan losses 9,281,848 9,015,378
$901,996,263 803,297,381

The Bank grantsreal estate, commercial, installment, and other consumer loans to customers |ocated within the communities surrounding
Jefferson City, Clinton, Warsaw, Springfield, Branson and Lee's Summit, Missouri. As such, the Bank is susceptible to changesin the economic
environment in these communities. The Bank does not have a concentration of credit in any one economic sector. Installment and other

consumer |loans consist primarily of the financing of vehicles.

Following isasummary of activity in 2007 of loans made by the Bank to executive officers and directors or to entities in which such individuals
had a beneficial interest. Such loans were made in the normal course of business on substantially the same terms, including interest rates and
collateral requirements, as those prevailing at the same time for comparabl e transactions with other persons, and did not involve more than the

normal risk of collectibility or present unfavorable features.

Balance at December 31, 2006

New loans

Transfers of officers and directors out of executive category
Payments received

Balance at December 31, 2007
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$15,557,446
1,295,380
(8,225,519)
(2,150,993)
$ 6,476,314
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Changesin the allowance for |oan losses for 2007, 2006 and 2005 are as follows:

2007 2006 2005
Balance, beginning of year $ 9,015,378 9,084,774 7,495,594
Allowance for loan losses of acquired subsidiary at date of acquisition — — 1,418,084
Provision for loan |osses 1,154,216 1,325,733 1,321,612
Charge-offs (1,307,644) (1,850,904) (1,321,154)
Recoveries of loans previously charged off 419,898 455,775 170,638
Balance, end of year $ 9,281,848 9,015,378 9,084,774
A summary of nonaccrual and other impaired loans at December 31, 2007 and 2006 is as follows:
2007 2006
Nonaccrual loans $4,538,364 4,868,190
Impaired |oans continuing to accrue interest 4,026,976 9,187,402
Total impaired loans $8,565,340 14,055,592
Allowance for |oan losses on impaired |oans $3,256,342 3,287,231
Impaired loans with no specific allowance for |oan losses 500,236 3,117,489
L oans past due 90 days or more continuing to accrue interest $1,545,030 197,271
The average balance of impaired loans during 2007 and 2006 was $8,915,000 and $12,219,000, respectively.
(Continued)
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A summary of interest income on nonaccrual and other impaired loans for 2007, 2006, and 2005 is as follows:

Impaired
loans
Nonaccrual continuing to
loans accrue interest Total

2007:

Income recognized $329,566 359,229 688,795

Interest income had interest accrued 744,675 359,229 1,103,904
2006:

Income recognized 62,793 578,766 641,559

Interest income had interest accrued 896,102 578,766 1,474,868
2005;

Income recognized 252,901 136,467 389,368

Interest income had interest accrued 766,693 136,467 903,160
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(5) Investment in Debt and Equity Securities

The amortized cost and fair value of debt securities classified as available-for-sale at December 31, 2007 and 2006 are as follows:

2007
Gross Gross
Amortized unrealized unrealized
cost gains losses Fair value
Government sponsored enterprises $ 86,862,693 583,028 75,323 87,370,398
Asset-backed securities 10,861,809 50,869 20,442 10,892,236
Obligations of states and political subdivisions 52,883,289 646,153 49,621 53,479,821
Total available for sale securities $150,607,791 1,280,050 145,386 151,742,455
2006
Gross Gross
Amortized unrealized unrealized
cost gains losses Fair value
U.S. treasuries $ 1,070,110 — 2,090 1,068,020
Government sponsored enterprises 122,692,450 86,038 1,009,597 121,768,891
Asset-backed securities 5,163,716 3,410 98,845 5,068,281
Obligations of states and political subdivisions 55,660,825 346,948 346,830 55,660,943
Total available for sale securities $184,587,101 436,396 1,457,362 183,566,135

Equity securities recorded at cost consist primarily of Federal Home Loan Bank Stock, Federal Reserve Stock, and the Company’sinterest in the
statutory trusts described in note 11.
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The amortized cost and fair value of debt securities classified as avail able-for-sale at December 31, 2007, by contractual maturity are shown
below. Expected maturities may differ from contractual maturities because borrowers have the right to call or prepay obligations with or without
prepayment penalties.

Amortized Fair
cost value
Dueinoneyear or less $ 41,254,866 41,237,300
Due after one year through five years 59,679,247 60,342,540
Due after five years through ten years 27,848,726 28,190,781
Due after ten years 10,963,143 11,079,598

139,745,982 140,850,219

Asset-backed securities 10,861,809 10,892,236

$150,607,791 151,742,455

Debt securities with carrying val ues aggregating approximately $110,551,000 and $109,492,000 at December 31, 2007 and 2006, respectively, were
pledged to secure public funds, securities sold under agreementsto repurchase, and for other purposes as required or permitted by law.

Proceeds of $6,910,634 and gross losses of $1,747 were recorded on the sales of debt securitiesin 2007. Proceeds of $1,985,257 and gross |osses
of $18,351 were recorded on the sales of debt securitiesin 2006. Proceeds of $3,199,925 and gross | osses of $25,416 were recorded on the sal es of
debt securitiesin 2005.

Gross unrealized |osses on debt securities and the fair value of the related securities, aggregated by investment category and length of time that
individual securities have been in a continuous unrealized loss position, at December 31, 2007, were as follows:

Lessthan 12 months 12 months or more Total
Number of
Fair Unrealized Fair Unrealized Investment Fair Unrealized
Value L osses Value L osses Positions Value L osses
Government sponsored
enterprises $ = — 23,772,426 (75,323) 21 23,772,426 (75,323)
Asset-backed securities 109,678 (313) 1,815,773 (20,129) 20 1,925,451 (20,442)
Obligations of statesand
political subdivisions 1,640,819 (18,247) 13,393,396 (31,373) 49 15,034,215 (49,620)
$1,750,497 (18,560) 38,981,595 (126,825) a0 40,732,092 (145,385)

Government sponsored enterprises: The unrealized losses on investments in government sponsored enterprises were caused by interest rate
increases. The contractual terms of these investments do not permit the issuer to settle the securities at a price less than the amortized cost of
the investment. Because the Company has the ability and intent to hold these investments until a market price recovery or maturity, these
investments are not considered other-than-temporarily impaired.
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Asset-backed securities: The unrealized losses on asset-backed securities were caused by interest rate increases. The contractual cash flows of
these securities are guaranteed by various government or government sponsored enterprises. It is expected that the securities would not be
settled at a price less than the amortized cost of the investment. Because the declinein fair valueis attributable to changesin interest rates and
not credit quality, and because the Company has the ability and intent to hold these investments until a market price recovery or maturity, these

investments are not considered other-than-temporarily impaired.

Obligations of states and political subdivisions: The unrealized losses on investmentsin obligations of states and political subdivisionswere
caused by interest rate increases. The contractual terms of these investments do not permit the issuer to settle the securities at a price less than
the amortized cost of the investment. Because the Company has the ability and intent to hold these investments until a market price recovery or

maturity, these investments are not considered other-than-temporarily impaired.
(6) Premisesand Equipment

A summary of premises and equipment at December 31, 2007 and 2006 is as follows:

2007 2006
Land and land improvements $10,155,282 9,696,480
Buildings and improvements 31,190,973 24,229,498
Furniture and equipment 11,241,357 12,370,088
Construction in progress 166,318 2,024,514
52,753,930 48,320,580
Less accumulated depreciation 12,210,384 13,613,723
$40,543,546 34,706,857

Depreciation expense for the past three yearsis as follows:
Year ended
December 31,
2007 2006 2005
Depreciation expense $2,050,122 1,910,070 1,780,696

(Continued)




HAWTHORN BANCSHARES, INC.
AND SUBSIDIARIES

Notesto Consolidated Financial Statements
December 31, 2007, 2006 and 2005
(7) Goodwill and Other Intangible Assets
A summary of goodwill and other intangible assets at December 31, 2007 and 2006 is as follows:

2007 2006
Goodwill $40,323,775 40,323,775
Core deposit intangible 2,831,540 3,753,877
$43,155,315 44,077,652

The gross carrying amount and accumul ated amortization of the Company’ s amortized intangible assets for the years ended December 31, 2007
and 2006 are asfollows:

Y ear ended December 31,

2007 2006
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
Amortized intangible assets:
Coredeposit intangible $7,060,224 (4,228,684) 7,060,224 (3,306,347)
$7,060,224 (4,228,684) 7,060,224 (3,306,347)

The aggregate amortization expense of intangible assets subject to amortization for the past three yearsis asfollows:

Year ended
December 31,
2007 2006 2005
Aggregate amortization expense $922,337 1,032,583 806,896
The estimated amortization expense for the next five yearsis asfollows:
For the year ending:
2008 $701,443
2009 626,111
2010 526,477
2011 434,763
2012 408,062
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(8) Mortgage Servicing Rights

Mortgage loans serviced for others totaled approximately $209,734,000 and $215,700,000 at December 31, 2007 and 2006, respectively. Mortgage
servicing rights totaled approximately $1,185,000 and $1,350,000 at December 31, 2007 and 2006, respectively.

Changes in the balance of servicing assets related to the loans serviced by Hawthorn Bank for the years ended December 31, 2007 and 2006 are
asfollows:

Balance at December 31, 2005 $1,536,331
Additions 239,873
Amortization (425,829)
Balance at December 31, 2006 1,350,375
Additions 285,273
Amortization (450,780)
Balance at December 31, 2007 $1,184,868

The Company’s mortgage servicing rights are amortized in proportion to the related estimated net servicing income on a straight line basis over
the estimated lives of the related mortgages which is seven years. The estimated amortization expense for the next five yearsisasfollows:

For the year ending:

2008 $352,000

2009 266,000

2010 182,000

2011 149,000

2012 121,000
(9) Deposits

The scheduled maturities of time deposits are as follows (in thousands):

2007 2006
Due within:

Oneyear $379,927 378,732
Two years 36,868 48,996
Threeyears 27,912 12,057
Four years 5,790 8,186
Fiveyears 3,053 3,975
Thereafter 130 159

$453,680 452,105
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(10) Securities Sold Under Agreementsto Repurchase
Information relating to securities sold under agreements to repurchaseis as follows:
2007 2006

Average daily balance $26,806,926 41,308,902
Maximum balance at month-end 28,704,922 56,027,169

Y ear end balance 18,364,863 27,320,492
Weighted average interest rate at year-end 3.24% 4.35%
Weighted average interest rate for the year 4.23% 4.25%

11

The securities underlying the agreements to repurchase are under the control of the Bank.

Under agreements with unaffiliated banks, the Bank may borrow up to $75,000,000 in federal funds on an unsecured basis and $8,000,000 on a
secured basis at December 31, 2007. As of December 31, 2007 and 2006, the Bank had $7,365,000 and $2,140,000, respectively, in federal funds
purchased.

Subordinated Notes

On March 17, 2005, Exchange Statutory Trust |1, anewly formed business trust issued $23,000,000 of 30-year floating rate Trust Preferred
Securities (TPS) to a TPS Pool. The interest rate on the TPSisafixed rate at 6.30% for five years then converting to afloating rate. The
floating rate will be based on a specific margin above three-month LIBOR. The TPS can be prepaid without penalty at any time after five years
from the issuance date.

The TPS represent preferred interestsin the trust. The Company invested approximately $712,000 in common interestsin the trust and the
purchaser in the private placement purchased $23,000,000 in preferred interests. The proceeds were used by the trust to purchase from the
Company its 30-year deeply subordinated debentures whose terms mirror those stated above for the TPS. The debentures are guaranteed by
the Company pursuant to a subordinated guarantee. Distributions on the TPS are payable quarterly on March 17, June 17, September 17, and
December 17 of each year that the TPS are outstanding. The trustee for the TPS holdersis U.S. Bank, N.A. The trustee does not have the
power to take enforcement action in the event of adefault under the TPS for five years from the date of default. In the event of default,
however, the Company would be precluded from paying dividends until the default is cured.

The proceeds of the private placement TPS were used by the Company to facilitate the Bank 10 acquisition as described in note 2.

On March 17, 2004, Exchange Statutory Trust |, anewly formed Delaware business trust and subsidiary of the Company issued $25,000,000 of
floating TPSto a TPS Pool. The floating rateis equal to the three-month LIBOR rate plus 2.70% and reprices quarterly (7.96% at December 31,
2007). The TPS arefully, irrevocably, and unconditionally guaranteed on a subordinated basis by the Company. The proceeds of the TPS
were invested in junior subordinated debentures of the Company. The net proceeds to the Company from the sale of the junior subordinated
debentures, after deducting underwriting commissions and estimated offering expenses, were approximately $25,000,000. Distributions on the
TPS are payable quarterly on March 17, June 17, September 17, and December 17 of each year that the TPS are outstanding.
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The TPS mature on March 17, 2034. That maturity date may be shortened to a date not earlier than March 17, 2009 if certain conditions are

met. A portion of the proceeds from the offering were used to repay $11,000,000 of previously outstanding indebtedness with the remaining
available for cash operating reserves at the holding company level.

The Exchange Statutory Trusts are not consolidated in the Company’sfinancial statements. Accordingly, the Company does not report the
securitiesissued by the Exchange Statutory Trusts asliabilities, and instead reports the subordinated notes issued by the Company and held
by the Exchange Statutory Trusts as liabilities. The amount of the subordinated notes as of December 31, 2007 and 2006 were $49,486,000 for
both periods. The Company recorded the investments in the common securitiesissued by the Exchange Statutory Trusts and corresponding
obligations of the subordinated notes, aswell asinterest income and interest expense on the investments and obligations.

Other Borrowed Money

Other borrowed money at December 31, 2007 and 2006 is summarized as follows:

2007 2006

2007 and 2006, respectively, due at various dates through 2013 $77,915,027 47,368,315

The advances from the Federal Home L oan Bank of Des Moines are secured under a blanket agreement which assignsall investment in
Federal Home Loan Bank of Des Moines stock, aswell as mortgage loans equal to 125% to 175% (based on collateral type) of the outstanding
advance balance, to secure amounts borrowed at the Bank. The Bank has $12,000,000 and $5,000,000 of FHL B advances callable on

February 27, 2008 and March 3, 2008, respectively. Based upon the collateral pledged to the Federal Home Loan Bank of Des Moines at
December 31, 2007, the Bank had a credit line of $117,789,000, of which $39,774,000 was available for additional borrowings.

The Company also has a $20,000,000 line of credit with an unaffiliated bank secured by subsidiary stock. The interest rate charged on
borrowings under the lineis equal to the 30 day LIBOR plus 150 basis points and adjusts quarterly. The Company pays no fees on the
unused portion of the line of credit. Theline of credit was renewed in January 2008 and is now due December 2008. There was no outstanding
balance on the line of credit at December 31, 2007 or 2006.

(Continued)

58




HAWTHORN BANCSHARES, INC.
AND SUBSIDIARIES

Notesto Consolidated Financial Statements
December 31, 2007, 2006 and 2005
The scheduled principal reduction of other borrowed money at December 31, 2007 is asfollows:

2008 $48,157,545
2009 12,733,762
2010 16,062,743
2011 575,989
2012 258,528
2013 and thereafter 126,460

$77,915,027

(13) Reserve Requirementsand Compensating Balances

The Federal Reserve Bank required the Bank to maintain cash or balances of $14,545,000 and $6,595,000 at December 31, 2007 and 2006,
respectively, to satisfy reserve requirements.

Average compensating balances held at correspondent banks were $1,333,000 and $3,248,000 at December 31, 2007 and 2006, respectively.
The Bank maintai ns such compensating balances with correspondent banks to offset charges for services rendered by those banks.
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(14) Income Taxes

The composition of income tax expense (benefit) for 2007, 2006, and 2005 is asfollows:

2007 2006 2005
Current:
Federal $3,549,527 4,252,932 4,326,338
State 60,297 177,491 142,234
Total current 3,609,824 4,430,423 4,468,572
Deferred (364,585) 477,444 (141,872)
Total income tax expense $3,245,239 4,907,867 4,326,700

Applicable income taxes for financial reporting purposes differ from the amount computed by applying the statutory Federal income tax rate
for the reasons noted in the table below:

2007 2006 2005
Tax at statutory Federal income tax rate $3,765,825 5,447,567 4,884,692
Tax-exempt income (628,158) (685,580) (599,641)
State income tax, net of Federal tax benefit 39,796 115,369 92,452
Other, net 67,776 30,511 (50,803)
$3,245,239 4,907,867 4,326,700
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The components of deferred tax assets and deferred tax liabilities at December 31, 2007 and 2006 are as follows:

2007 2006
Deferred tax assets:
Allowance for loan |osses $3,619,921 2,659,053
Nonaccrual loan interest 237,133 45,647
Core deposit intangible 560,243 302,703
Available-for-sale securities — 353,437
Accrued pension expense 126,670 209,505
Deferred compensation 136,789 106,889
Other 400,843 281,763
Total deferred tax assets 5,081,599 3,958,997
Deferred tax liabilities:
Premises and equipment 725,693 805,482
Mortgage servicing rights 111,849 93,849
FHLB stock dividend 102,921 92,365
Available-for-sale securities 443,228 —
Intangible assets 2,260,390 1,266,329
Other 507,668 119,531
Total deferred tax liabilities 4,151,749 2,377,556
Net deferred tax asset $ 929,850 1,581,441

The ultimate realization of deferred tax assetsis dependent upon the generation of future taxable income during the periodsin which those
temporary differences become deductible. Management considers the schedul ed reversal of deferred tax liabilities, projected future taxable
income, and tax planning strategiesin making this assessment. Based upon the level of historical taxable income and projections for future
taxable income over the periods in which the deferred tax assets are deductible, management believesit is more likely than not the Company will
realize the benefits of these temporary differences at December 31, 2007 and, therefore, has not established a valuation reserve.

At December 31, 2007, the accumulation of prior years' earnings representing tax bad debt deductions of the Bank was $2,931,503. If these tax
bad debt reserves were charged for losses other than bad debt |osses, the Bank would be required to recognize taxable income in the amount of
the charge. It isnot contemplated that such tax-restricted retained earnings will be used in amanner that would create federal income tax
liahilities.

Effective January 1, 2007, the Company adopted FIN 48. The interpretation defines the threshold for recognizing the financial impact of uncertain
tax provisionsin accordance with FAS 109. An enterprise must recognize, in itsfinancial statements, the best estimate of the impact of atax
position if that position is “more-likely-than-not” of being sustained on audit based solely on the technical merits of the position on the
reporting date.
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In evaluating whether the probabl e recognition threshold has been met, FIN 48 requires the presumption that the tax position will be evaluated
during an audit by taxing authorities. The term “more-likely-than-not” is defined as alikelihood of more than 50 percent. Individual tax positions
that fail to meet the recognition threshold will generally result in (a) reductionsin deferred tax assets or increasesin deferred tax liabilities or (b)
increasesin aliability for income taxes payable or reduction of anincome tax refund receivable. As of December 31, 2007, the Company had
$957,000 of gross unrecognized tax benefits of which $645,000 would impact the effective tax rate, if recognized. The Company expects a
reduction of $208,000 in gross unrecognized tax benefits during 2008 as aresult of the state statute of limitations closing for the 2004 tax year.
The unrecognized tax benefits are related to various federal and state tax positions.

FIN 48 also provides guidance on disclosure, accrual of interest and penalties, accounting in interim periods, and transition. As of December 31,
2007, interest accrued was approximately $104,000. The unrecognized tax benefits are asfollows:

Unrecognized tax benefits as of January 1, 2007 $1,015,361
Gross amounts of the increases and decreases in unrecognized tax benefits as aresult of tax positions taken during prior years (164,793)
Gross amounts of the increases and decreases in unrecognized tax benefits as aresult of tax positions taken during 2007 340,351
Reductions to unrecognized benefits as aresult of alapse of the applicable statute of limitations (234,342)

Unrecognized tax benefits as of December 31, 2007 $ 956,577

(Continued)
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(15) Pension and Retirement Plans
The Company provides a noncontributory defined benefit pension plan for all full-time employees.

Pension expense for 2007, 2006, and 2005 is asfollows:

2007 2006 2005

Service cost—benefits earned during the year $ 797,675 620,564 471,319
Interest costs on projected benefit obligations 364,406 318,142 276,245
Expected return on plan assets (385,269) (369,164) (368,873)
Net amortization and deferral — — (26,632)
Amortization of prior service cost 78,628 78,628 39,315
Amortization of net gains (18,152) (2,601) —

Pension expense $ 837,288 645,569 391,374

Asaresult of adopting SFAS No. 158 on December 31, 2006, the measurement date used to determine pension benefit measures for the
pension plan was changed to December 31. Prior to 2006, the measurement date was November 1.

A summary of the activity in the Plan’s projected benefit obligation, assets, funded status, accumulated benefit obligation, and amounts
recognized in the Company’s consolidated balance sheets at December 31, 2007 and 2006 are as follows:

2007 2006
Projected benefit obligation:
Balance, January 1 $6,855,269 6,184,323
Service cost 797,675 723,991
Interest cost 364,406 371,166
Actuarial gain (451,125) (120,800)
Benefits paid (273,225) (303,411)
Balance, December 31 $7,293,000 6,855,269
Accumulated benefit obligation $5,495,000 5,155,626
(Continued)
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Plan assets:
Fair value, January 1
Actual return
Employer contribution
Benefits paid
Fair value, December 31

Funded status:
Projected benefit obligation
Plan assets at fair value

Pension benefit liability

Amounts recognized in accumulated other comprehensive income consist of:

Net actuaria gain
Prior service costs

2007 2006
$ 6,256,681 5,584,438
389,932 975,654
594,817 —
(273,225) (303,411)
$ 6,968,205 6,256,681
$(7,293,000) (6,855,269)
6,968,205 6,256,681
$ (324,795) (598,588)

Pension benefits

2007 2006
$ (18.152) (434)
78,628 13,105
$ 60,476 12,671

The net actuarial gain and prior service cost for the defined benefit pension plan that will be amortized from accumulated other comprehensive

income into net periodic benefit pension cost for 2008 are $52,879 and $78,628, respectively.

Assumptions utilized to determine benefit obligations as of December 31, 2007, 2006 and 2005 and to determine pension expense for the year

then ended are as follows:

2007 2006 2005

Benefit obligation:

Discount rate 6.25% 5.50% 5.25%

Annual rate of compensation increase 4.50% 4.50% 5.00%
Pension expense:

Discount rate for the service cost 5.50% 5.25% 5.25%

Annual rate of compensation increase 4.50% 5.00% 6.00%

Expected long-term rate of return on plan assets 7.00% 7.00% 7.00%

(Continued)
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The expected long-term rate of return is based on the portfolio as awhole and not on the sum of the returns on individual asset categories or
plan assets. The approximate weighted-average asset allocation of the plan’s assets at December 31, 2007 and 2006 were as follows: equity
securities 79% and 83%, debt securities 14% and 13% and other assets 7% and 4%, respectively. The Company’sinvestment goals are to
invest the assets in amanner that they benefit both the current beneficiaries and the future beneficiaries of the pension plan, while minimizing
therisk to the overall portfolio. The Company addresses these issues by diversifying the assets through investmentsin domestic and
international fixed income securities and domestic and international equity securities. The assets are readily marketable and can be sold to
fund benefit payment obligations as they become payable. The benefits expected to be paid in the years 2008 to 2012 are $279,000, $273,000,
$306,000, $340,000, and $353,000, respectively. The aggregate benefits expected to be paid in the five years from 2013 to 2017 are $2,438,000.

Under the provisions of the Pension Protection Act of 2006 the Company may make a contribution to the defined benefit pension plan in 2008
up to $1,000,000. The Company has not made a determination if it will make a contribution in 2008.

In addition to the pension plan described above, the Company provides a 401k profit-sharing plan which covers all full-time employees. The
Company makes annual contributionsin an amount up to 6% of income before income taxes and before contributions to the profit-sharing
and pension plansfor al participants, limited to the maximum amount deductible for Federal income tax purposes. I n addition, employees may
make additional tax-deferred contributions. Company contributions to the profit-sharing plan for 2007, 2006, and 2005 were $758,778,
$1,051,140, and $864,096, respectively. Beginning in 2008, the plan has been amended to amatching 401k plan in which the Company will
match the first 3% of eligible employee contributions.

In 2005, Bank 10 of Belton had a 401k plan covering all eligible employees. Matching contributions by Bank 10 to the 401k plan for 2005 were
$98,490.

Stock Compensation

The Company’s stock option plan provides for the grant of optionsto purchase up to 450,000 shares of the Company’s common stock to
officers and other key employees of the Company and its subsidiaries. All options have been granted at exercised prices equal to fair value
and vest over periods ranging from four to five years, except 4,821 optionsto acquire sharesissued in 2002 that vested immediately.

(Continued)
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The following table summarizes the Company’s stock option activity:

Weighted aver age

Number of shares exercise price
December 31 December 31
2007 2006 2005 2007 2006 2005

Outstanding, beginning of year 202,739 160,809 125,391 $ 2454 24.54 23.44
Granted 48,104 44,276 35,418 33.50 29.95 28.45
Exercised (4,649) — — 20.13 — —
Canceled (3,226) (2,346) — 30.53 29.95 —
Outstanding, end of year 242,968 202,739 160,809 27.23 25.66 24.54
Exercisable, end of year 140,186 111,025 77,361 23.63 21.82 19.92

Options outstanding at December 31, 2007 had aremaining contractual life of approximately seven years and an intrinsic value of $495,000.
Options outstanding at December 31, 2006 had aremaining contractual life of approximately seven years and an intrinsic value of $1,280,000.

Options exercisable at December 31, 2007 had aweighted average remaining contractual life of approximately five years and an intrinsic value of
approximately $495,000. Options exercisable at December 31, 2006 had aweighted average remaining contractual life of approximately six years
and an intrinsic value of approximately $1,104,000. During 2007, 4,649 stock options were exercised. No stock options were exercised during 2006
or 2005.

Total stock-based compensation expense for the year ended December 31, 2007 and 2006 was $265,000 ($172,000 after tax) and $218,000 ($142,000
after tax), respectively. Prior to January 1, 2006, the Company applied APB Opinion No. 25 in accounting for the stock options and, accordingly,
no compensation cost has been recognized in the consolidated financial statements for 2005. As of December 31, 2007, the total unrecognized
compensation expense related to non-vested stock awards was $501,000 and the related weighted average period over which it is expected to be
recognized is approximately two years.

(Continued)
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The weighted average grant-date fair values of stock options granted during the following years and the weighted average significant

assumptions used to determine those fair values, using the Black-Scholes option-pricing model, are asfollows:

2007 2006 2005

Optionsissued during:

Grant date fair value per share $7.13 6.13 6.30
Significant assumptions:

Risk-free interest rate at grant date 4.49% 4.61% 3.86%

Expected annual rate of quarterly dividends 2.50 2.80 2.30

Expected stock price volatility 20 20 22

Expected life to exercise (years) 6.25 6.25 6.25

(17) Condensed Financial Information of Parent Company Only

The condensed bal ance sheets as of December 31, 2007 and 2006 and the related condensed statements of income and cash flows for the

years ended December 31, 2007, 2006 and 2005 of the Company are asfollows:

Condensed Balance Sheets

2007 2006
Assets
Cash and due from bank subsidiaries $ 10,388,672 8,717,354
Investment in equity securities 1,486,000 1,486,000
Investment in subsidiaries 150,009,972 144,799,226
Premises and equipment 13,106 —
Deferred tax asset — 408,391
Other assets 424,959 117,110
Total assets $162,322,709 155,528,081
Liabilitiesand Stockholders Equity

Subordinated notes $ 49,486,000 49,486,000
Deferred tax liability 96,214 —
Other liabilities 1,541,672 1,097,491
Stockholders’ equity 111,198,823 104,944,590
Total liabilities and stockholders' equity $162,322,709 155,528,081
(Continued)
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Condensed Statements of Income

Revenue:
Interest and dividends received from subsidiaries
Other

Total revenue
Expenses:
Interest on subordinated notes
Other

Total expenses

Income before income tax benefit and equity in undistributed income of subsidiaries
Income tax benefit
Equity in undistributed income of subsidiaries

Net income
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2007 2006 2005
$8,086,795 6,079,171 7,682,498
1,308,622 105,954 141,141
9,395,417 6,185,125 7,823,639
3,617,254 3,528,418 2,747,293
3,692,462 819,721 554,190
7,309,716 4,348,139 3,301,483
2,085,701 1,836,986 4,522,156
1,908,564 1,349,640 1,053,330
3,805,711 7,688,579 4,339,792
$7,799,976 10,875,205 9,915,278
(Continued)
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Condensed Statements of Cash Flows

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation
Equity in undistributed income of subsidiaries
Stock based compensation expense
Other, net

Net cash provided by operating activities

Cash flows from investing activities:
Purchase of premise and equipment
Acquisition of subsidiary, net of cash acquired

Net cash used in investing activities

Cash flows from financing activities:
Purchase of available for sale securities
Proceeds from issuance of subordinated notes
Purchase of treasury stock
Proceeds issuance of treasury stock
Cash dividends paid

Net cash provided by (used in) financing activities
Net increase (decrease) in cash and due from banks

Cash and due from banks at beginning of year
Cash and due from banks at end of year

2007 2006 2005
$ 7,799,976 10,875,205 9,015,278
3,276 — —
(3,805,711) (7,688,579) (4,339,792)
264,881 218,245 —
973,726 22,750 97,372
5,236,148 3,427,621 5,672,858
(16,382) — —
— — (34,020,004)
(16,382) — (34,020,004)
— — (712,000)
— — 23,712,000
(145,300) — _
100,427 — —
(3,503,575) (3,502,672) (3,377,576)
(3,548,448) (3,502,672) 19,622,424
1,671,318 (75,051) (8.724,722)
8,717,354 8,792,405 17,517,127
$10,388,672 8,717,354 8,792,405

During 2007, the Company changed the name of Citizen Union State Bank to Hawthorn Bank, and combined Osage Valley Bank, Bank 10 and
Exchange National Bank into Hawthorn Bank. Concurrent with each combination, the underlying bank charters were sold to unrelated third
parties for cash. Included in other income for 2007 is again from the sales of charters aggregating $1,200,000.
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(18) Disclosures About Financial I nstruments

The Company issues financial instruments with off-balance-sheet risk in the normal course of business of meeting the financing needs of its
customers. These financial instrumentsinclude commitments to extend credit and standby letters of credit. These instruments may involve, to
varying degrees, elements of credit and interest rate risk in excess of the amounts recognized in the consolidated balance sheets.

The Company’s extent of involvement and maximum potential exposure to credit loss in the event of nonperformance by the other party to the
financial instrument for commitmentsto extend credit and standby letters of credit is represented by the contractual amount of these
instruments. The Company uses the same credit policiesin making commitments and conditional obligations asit does for financial
instrumentsincluded on its consolidated balance sheets. At December 31, 2007, no amounts have been accrued for any estimated |osses for
these financial instruments.

The contractual amount of off-balance-sheet financial instruments as of December 31, 2007 and 2006 is as follows:

2007 2006
Commitments to extend credit $141,414,349 130,260,627
Standby letters of credit 5,680,483 3,996,657

Commitments to extend credit are agreements to lend to a customer aslong as thereisno violation of any condition established in the
contract. Commitments generally have fixed expiration dates or other termination clauses and may require payment of afee. Of thetotal
commitments to extend credit at December 31, 2007, approximately $78,012,000 represents fixed-rate |oan commitments. Of the total
commitments to extend credit at December 31, 2006, approximately $88,552,000 represents fixed-rate |oan commitments. Since certain of the
commitments and letters of credit are expected to expire without being drawn upon, the total commitment amounts do not necessarily
represent future cash requirements. The Company eval uates each customer’s creditworthiness on a case-by-case basis. The amount of
collateral obtained, if deemed necessary by the Company upon extension of credit, is based on management’s credit evaluation of the
customer. Collateral held varies, but may include accounts receivable, inventory, furniture and equipment, and real estate.

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance of a customer to athird party.
These standby letters of credit are primarily issued to support contractual obligations of the Company’s customers. The credit risk involved
inissuing letters of credit is essentially the same asthe risk involved in extending loans to customers. The approximate remaining term of
standby letters of credit range from one month to ten years at December 31, 2007.

(Continued)
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A summary of the carrying amounts and fair values of the Company’sfinancial instruments at December 31, 2007 and 2006 is as follows:

Assets:
Loans
Investment in debt and equity securities
Federal fund sold and securities purchased under agreementsto resell
Cash and due from banks
Mortgage servicing rights
Accrued interest receivable

Liahilities:
Deposits:
Demand
NOW
Savings
Money market
Time
Federal funds purchased and securities sold under agreementsto
repurchase
Interest-bearing demand notesto U.S. Treasury
Subordinated notes
Other borrowed money
Accrued interest payable
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2007 2006

Carrying Fair Carrying Fair

amount value amount value
$ 901,996,263 911,309,000 803,297,381 809,906,000
157,368,505 157,368,505 189,773,310 189,773,310
664,184 664,184 9,922,961 9,922,961
35,209,201 35,209,201 43,077,605 43,077,605
1,184,868 2,750,000 1,350,375 3,010,000
8,764,196 8,764,196 8,773,686 8,773,686
$1,105,187,217 1,116,065,086 1,056,195,318 1,064,463,562
$ 138,355,520 138,355,520 138,885,883 138,885,883
116,635,508 116,635,508 108,886,384 108,886,884
43,183,790 43,183,790 48,249,204 48,249,204
169,402,365 169,402,365 151,737,295 151,737,295
453,680,108 458,141,000 452,105,468 453,230,000
25,729,863 25,729,863 29,460,492 29,460,492
— — 1,735,638 1,735,638
49,486,000 49,486,000 49,486,000 49,486,000
77,915,027 78,821,000 47,368,315 47,251,000
4,723,965 4,723,965 4,366,250 4,366,250
$1,079,112,146 1,084,479,011 1,032,281,429 1,033,288,646
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The following methods and assumptions were used to estimate the fair value of each class of financial instruments for which it is practicable to
estimate such value:

Loans

Fair values are estimated for portfolios of loans with similar financial characteristics. Loans are segregated by type, such asreal estate,
installment and other consumer, commercial, and bankers' acceptances. Each |oan category isfurther segmented into fixed and adjustable
interest rate terms and by performing and nonperforming categories.

Thefair value of performing loansis calculated by discounting scheduled cash flows through estimated maturity using estimated market
discount rates that reflect the credit and interest rate risk inherent in the loan. The estimate of maturity is based on the Company’s historical
experience with repayments for each loan classification, modified, as required, by an estimate of the effect of current economic and lending
conditions.

Thefair value for significant nonperforming loansis based on recent external appraisals. If appraisals are not available, estimated cash flows
are discounted using arate commensurate with the risk associated with the estimated cash flows. Assumptions regarding credit risk, cash
flows, and discount rates are judgmentally determined using available market and specific borrower information.

I nvestment in Debt and Equity Securities
Fair values are based on quoted market prices or dealer quotes.
Federal Funds Sold, Cash, and Due from Banks

For federal funds sold, cash, and due from banks, the carrying amount is areasonable estimate of fair value, as such instrumentsrepricein a
short time period.

Mortgage Servicing Rights

Thefair value of mortgage servicing rightsis based on the discounted value of contractual cash flows utilizing servicing rate, constant
prepayment rate, servicing cost, and discount rate factors.

Accrued I nterest Receivable and Payable

For accrued interest receivable and payable, the carrying amount is areasonabl e estimate of fair val ue because of the short maturity for these
financial instruments.

Deposits

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

(Continued)
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Securities Sold under Agreementsto Repurchase and I nterest-bearing Demand Notesto
U.S. Treasury

For securities sold under agreements to repurchase and interest-bearing demand notesto U.S. Treasury, the carrying amount isa
reasonable estimate of fair value, as such instruments reprice in a short time period.

Subordinated Notes
For subordinated notes, the carrying value is a reasonabl e estimate of fair value, as such instruments reprice in a short time period.
Other Borrowed Money

Thefair value of other borrowed money is based on the discounted value of contractual cash flows. The discount rate is estimated using
the rates currently offered for other borrowed money of similar remaining maturities.

Commitmentsto Extend Credit and Standby L etters of Credit

Thefair value of commitments to extend credit and standby letters of credit are estimated using the fees currently charged to enter into
similar agreements, taking into account the remaining terms of the agreements, the likelihood of the counterparties drawing on such
financial instruments, and the present creditworthiness of such counterparties. The Company believes such commitments have been made
on terms, which are competitive in the marketsin which it operates.

Thefair value estimates provided are made at a point in time based on market information and information about the financial instruments.
Because no market exists for a portion of the Company’sfinancial instruments, fair value estimates are based on judgments regarding
future expected |oss experience, current economic conditions, risk characteristics of variousfinancial instruments, and other factors. These
estimates are subjective in nature and involve uncertainties and matters of significant judgment and, therefore, cannot be determined with
precision. Changes in assumptions could significantly affect the fair value estimates.

(19) Litigation

Variouslegal claims have arisen in the normal course of business, which, in the opinion of management of the Company, will not result in any
material liability to the Company.

(Continued)
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(20) Quarterly Financial Information

(unaudited)
(In thousands, except per share data)

First Second Third Fourth
quarter quarter quarter quarter Year-to-Date
2007
Interest income $ 18,031 18,137 18,992 19,047 74,207
Interest expense 8,895 9,052 9,667 9,561 37,175
Net interest income $ 9,136 9,085 9,325 9,486 37,032
Provision for loan losses $ 225 154 225 550 1,154
Noninterest income 2,524 2,849 2,095 2,753 10,221
Noninterest expense 8,134 8,445 8,161 10,314 35,054
Income taxes 994 972 897 382 3,245
Net income 2,307 2,363 2,137 993 7,800
Net income per share:
Basic earnings per share 0.55 0.57 0.51 0.24 1.87
Diluted earnings per share 0.55 0.56 0.51 0.24 1.85
2006
Interest income $ 16,793 17,930 18,314 18,386 71,423
Interest expense 7,334 8,095 8,589 8,748 32,766
Net interest income $ 9459 9,835 9,725 9,638 38,657
Provision for loan |osses $ 317 311 300 398 1,326
Noninterest income 2,026 2,249 2,216 2,109 8,600
Noninterest expense 7,312 7,458 7,482 7,896 30,148
Income taxes 1,167 1,383 1,301 1,057 4,908
Net income 2,689 2,932 2,858 2,396 10,875
Net income per share:
Basic earnings per share 0.64 0.70 0.69 0.58 2.61
Diluted earnings per share 0.64 0.70 0.68 0.57 2.59




MARKET PRICE OF AND DIVIDENDSON EQUITY SECURITIESAND RELATED MATTERS

Market Price. Our Company’s common stock trades on Nasdaq's global select market under the stock symbol of “HWBK.” Prior to our
June 2007 name change, our stock symbol was EXJF. The following table sets forth the range of high and low bid prices of our Company’s common
stock by quarter for each quarter in 2007 and 2006 in which the stock was traded.

2007 High Low
First Quarter 36.66 36.20
Second Quarter 36.30 31.04
Third Quarter 33.70 29.85
Fourth Quarter 31.85 24.50

2006 High Low
First Quarter 30.90 29.00
Second Quarter 30.52 28.21
Third Quarter 31.00 28.25
Fourth Quarter 33.24 29.70

Shares Outstanding. As of March 3, 2008, our Company had issued 4,298,353 shares of common stock, of which 4,169,495 shares were
outstanding. The outstanding shares were held of record by approximately 1,415 persons. The common stock isthe only class of equity security
which our Company has outstanding.

Dividends. The following table sets forth information on dividends paid by our Company in 2007 and 2006.

January, 2007 $ o021
April, 2007 0.21
July, 2007 0.21
October, 2007 0.21

Total for 2007 $ 084
January, 2006 $ 021
April, 2006 0.21
July, 2006 0.21
October, 2006 0.21

Total for 2006

&~

0.84

Our Board of Directorsintends that our Company will continue to pay quarterly dividends at |east at the current rate. The actual amount of
quarterly dividends and the payment, aswell as the amount, of any special dividend ultimately will depend upon the payment of sufficient
dividends by our subsidiary Bank to our Company. The payment by our Bank of dividends to our Company will depend upon such factors as our
Bank’sfinancial condition, results of operations and current and anticipated cash needs, including capital requirements. Asdiscussed in Note 3 to
our Company’s consolidated financial statements, the Bank may pay up to $25,079,000 in dividends to our Company without regulatory approval
subject to the ongoing capital requirements of the Bank.
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Stock Performance Graph. The following performance graph shows a comparison of cumulative total returns for our Company, the Nasdaq Stock
Market (U.S. Companies), and a peer index of financial institutions having total assets of between $1 billion and $5 billion for the period from
December 31, 2002, through December 31, 2007. The cumulative total return on investment for each of the periods for our Company, the Nasdaq
Stock Market (U.S. Companies) and the peer index is based on the stock price or index at January 1, 2003. The performance graph assumes that the
value of an investment in our common stock and each index was $100 at December 31, 2002 and that all dividends were reinvested. The information
presented in the performance graph is historical in nature and is not intended to represent or guarantee future returns.
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The comparison of cumulative total returns presented in the above graph was plotted using the following index values and common stock price
values:

12/31/02 12/31/03 12/31/04 12/31/05 12/31/06 12/31/07
Hawthorn Bancshares, Inc. $100.00 $165.94 $135.91 $143.00 $156.94 $128.00
Nasdag Composite (U.S. Companies) $100.00 $150.01 $162.89 $165.13 $180.85 $198.60
Index of financial institutions ($1 billion to
$5 hillion) $100.00 $135.99 $167.83 $164.97 $190.90 $139.06
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DIRECTORSAND EXECUTIVE OFFICERS OF OUR COMPANY

Name Position with Our Company Position with Subsidiary Bank Principal Occupation
James E. Smith Chairman, Chief Executive Chairman, Chief Executive Officer, Position with Hawthorn
Officer and Director-Class | and Director of Hawthorn Bank Bancshares and Hawthorn
Bank
David T. Turner President and Director-Class 11 President of East Region and Position with Hawthorn

Charles G. Dudenhoeffer, Jr.

Philip D. Freeman

KevinL. Riley

JuliusF. wall

Gus S. Wetzd, Il

Richard G. Rose

Kathleen L. Bruegenhemke

JamesH. Taylor

(Back To Top)

Director-Class |

Director-Class |

Director-Class 11

Director-Class |

Director-Class |1

Chief Financia Officer

Senior Vice President, Chief Risk
Officer and Corporate Secretary

Senior Vice President and Senior
Credit Officer

Director of Hawthorn Bank

Director of Hawthorn Bank

Director of Hawthorn Bank

Director of Hawthorn Bank

Director of Hawthorn Bank

Director of Hawthorn Bank

Senior Vice President and Chief

Financial Officer of Hawthorn Bank

ANNUAL REPORT ON FORM 10-K

A copy of our Company’s Annual Report on Form 10-K for the year ended December 31, 2007, as filed with the Securities and Exchange
Commission, excluding exhibits, will be furnished without charge to shareholders entitled to vote at the 2008 annual meeting of shareholders upon
written request to Kathleen L. Bruegenhemke, Secretary, Hawthorn Bancshares, Inc., 132 East High Street, Jefferson City, Missouri 65101. Our
Company will provide acopy of any exhibit to the Form 10-K to any such person upon written request and the payment of our Company’s
reasonable expenses in furnishing such exhibits.
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Section 4: EX-21 (LIST OF SUBSIDIARIES)

Bancshares and Hawthorn
Bank

Retired

Owner/Manager,
Freeman Mortuary,
Jefferson City,
Missouri

Co-owner, Riley
Chevrolet, Inc. and Riley
Toyota, Scion, Cadillac,
Inc., Jefferson City,
Missouri

Attorney, Poague,
Wall, Eshelman, Cox
& Adams, Clinton,
Missouri

Physician, Wetzel
Clinic, Clinton,
Missouri

Position with Hawthorn
Bancshares and Hawthorn
Bank

Position with
Hawthorn Bancshares

Position with
Hawthorn Bancshares



Name of Subsidiary

LIST OF SUBSIDIARIES

Jurisdiction of Organization

Exhibit 21

Union State Bancshares, Inc.
Hawthorn Bank

Jefferson City IHC, LLC

Exchange National Statutory Trust |

Exchange National Statutory Trust |1

(Back To Top)

Missouri

Missouri

Missouri (limited liability company)
Connecticut

Delaware

Section 5: EX-23 (CONSENT OF INDEPENDENT REGISTERED PUBLIC

ACCOUNTING FIRM)



Exhibit 23

Consent of Independent Registered Public Accounting Firm

The Board of Directors
Hawthorn Bancshares, Inc.:

We consent to the incorporation by reference in the registration statement (No. 333-68388) on Form S-8 of Hawthorn Bancshares, Inc. of our report
dated March 14, 2008, with respect to the consolidated balance sheets of Hawthorn Bancshares, Inc. as of December 31, 2007 and 2006, and the
related consolidated statements of income, stockholders' equity and comprehensive income, and cash flows for each of the yearsin the three-year
period ended December 31, 2007 and the effectiveness of internal control over financial reporting as of December 31, 2007, which report appearsin
the December 31, 2007 annual report on Form 10-K of Hawthorn Bancshares, Inc.

/9 KPMGLLP

St. Louis, Missouri
March 14, 2008

(Back To Top)

Section 6: EX-31.1 (CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO RULE 13A-14(A) AND RULE 15D-14(A))



Exhibit 31.1

CERTIFICATIONS
I, James E. Smith, certify that:
1. | have reviewed thisreport on Form 10-K of Hawthorn Bancshares, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state amaterial fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by
thisreport;

3. Based on my knowledge, the financial statements, and other financial information included in thisreport, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. Theregistrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(€) and 15d-15(€e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the period in which thisreport is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonabl e assurance regarding the reliability of financial reporting and the preparation of financial statementsfor external
purposesin accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in thisreport any change in the registrant’ s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or isreasonably likely to
materially affect, the registrant’sinternal control over financial reporting; and

5. Theregistrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

1




(b) Any fraud, whether or not material, that involves management or other employees who have asignificant role in the registrant’ sinternal
control over financial reporting.

Date: March 14, 2008 /9 James E. Smith

James E. Smith
Chairman of the Board and Chief Executive Officer

2
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Section 7: EX-31.2 (CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO RULE 13A-14(A) AND RULE 15D-14(A))



Exhibit 31.2

CERTIFICATIONS
I, Richard G. Rosg, certify that:
1. I have reviewed thisreport on Form 10-K of Hawthorn Bancshares, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state amaterial fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by
thisreport;

3. Based on my knowledge, the financia statements, and other financial information included in thisreport, fairly present in al material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. Theregistrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(€)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the period in which thisreport is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonabl e assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposesin accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in thisreport any changein the registrant’sinternal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or isreasonably likely to
materially affect, theregistrant’sinternal control over financia reporting; and

5. Theregistrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):

(a) All significant deficiencies and material weaknessesin the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

1




(b) Any fraud, whether or not material, that involves management or other employees who have asignificant role in the registrant’ sinternal
control over financial reporting.

Date: March 14, 2008 /s/ Richard G. Rose

Richard G. Rose
Chief Financial Officer

2
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Section 8: EX-32.1 (CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 906)



Exhibit 32.1

Certification of Chief Executive Officer

In connection with the Annual Report of Hawthorn Bancshares, Inc. (the “Company”) on Form 10-K for the year ended December 31, 2007 as
filed with the Securities and Exchange Commission (the “ Report”), 1, James E. Smith, Chairman of the Board and Chief Executive Officer of the
Company, hereby certify in accordance with 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(a) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and
(b) Theinformation contained in the Report fairly presents, in all material aspects, the financial condition and results of operations of the
Company.

Dated: March 14, 2008

/9 James E. Smith
James E. Smith
Chairman of the Board and Chief Executive Officer

“A signed original of thiswritten statement required by Section 906 has been provided to Hawthorn Bancshares, Inc. and will be retained by
Hawthorn Bancshares, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.”

1
(Back To Top)

Section 9: EX-32.2 (CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 906)



Exhibit 32.2

Certification of Chief Financia Officer

In connection with the Annual Report of Hawthorn Bancshares, Inc. (the “Company”) on Form 10-K for the year ended December 31, 2007 as
filed with the Securities and Exchange Commission (the “Report”), I, Richard G. Rose, Chief Financia Officer of the Company, hereby certify in
accordance with 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(a) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and

(b) Theinformation contained in the Report fairly presents, in all material aspects, the financial condition and results of operations of the
Company.
Dated: March 14, 2008

/9 Richard G. Rose
Richard G. Rose
Chief Financial Officer

“A signed original of thiswritten statement required by Section 906 has been provided to Hawthorn Bancshares, Inc. and will be retained by
Hawthorn Bancshares, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.”
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