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MISSION STATEMENT
■ To add value.

CORE VALUES

■ We will have an obsession with the quality of service we

provide our customers, employees and the communities

we serve. We will render intelligent, timely, accurate and

considerate service all the time.

■ We will build relationships with  customers by providing

proactive solutions that reflect a deep understanding of

the customer’s unique business and financial needs.

■ We will take individual ownership for customer satisfac-

tion. We will aggressively pursue real opportunities, and

be  creative problem solvers..

■ We will acknowledge that our success will come through

patience, perseverance and hard work. We will balance

our priorities with our resources.

■ We will treat employees and customers with honesty,

trust, fairness, recognition and respect.

■ We will communicate with others in ways that ensure

mutual understanding.

■   We will be a leading corporate citizen within the

communities we serve.

For More Information About

Blackhawk Bancorp, Inc. Stock:

Blackhawk Bancorp, Inc.

Investor Relations

P.O. Box 719

Beloit, WI  53512-0719

Trading Symbol for 

Blackhawk Bancorp, Inc.

is BHWB.

Blackhawk Bank Executive Officers:

R. Richard Bastian III, 
President & CEO

Todd J. James, 
Executive Vice President & CFO

David K. Adkins, 
Executive Vice President,

Consumer Banking 

Terri L. Burdick, 
Senior Vice President 

Administration & Operations

Todd L. Larson, 
Senior Vice President
Commercial Banking

E Q U A L  H O U S I N G  L E N D E R  •  M E M B E R  F D I C

The advice you need for the life you want. The advice you need for the life you want.

■ Beloit, WI
400 Broad Street

608.364.8911

2200 Cranston Road

608.364.8900

■ Roscoe, IL
5206 Elevator Road

815.623.3323

■ Machesney Park, IL
9609 Forest Hills Road

815.639.0777

■ Rockford, IL
2475 N. Perryville Road

815.636.4371

3101 11th Street

815.986.7174

Mortgage Center:

7160 Argus Drive

815.986.7170

■ Belvidere, IL
2141 N. State Street

815.544.0777

■ Capron, IL
290 W. Main Street

815.569.2336

www.Blackhawkbank.com
800.209.2616
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Quarterly Financial Information

Interest income

Interest expense

Net interest income

Provision for loan losses

Net interest income

after provision for loan losses

Noninterest income

Noninterest expense

Income before income taxes

Income taxes

Net income before preferred

stock dividends

Preferred stock dividends

and warrant accretion

Net income available

to common shareholders

Per share data:

Basic earnings per common share

Dividend

Nonperforming loans to total loans

Nonperforming assets to total loans

Allowance for loan losses to total loans

Allowance for loan losses to 

nonperforming loans

Total capital to risk-weighted assets

Consolidated

Bank

Tier 1 capital to average assets

Consolidated

Bank

2010 2009

4th
Qtr

$6,824 

1,596 

5,228 

1,111 

4,117 

2,827 

5,558 

1,386 

500 

886 

162 

$724 

$0.33 

$0.00   

1.73%

2.61%

1.82%

105%

11.65%

13.57%

7.11%

8.43%

3rd
Qtr

$6,947 

1,749 

5,198 

1,411 

3,787 

2,134 

4,722 

1,199 

377 

822 

161 

$661 

$0.30 

$0.00   

2.30%

2.68%

1.88%

82%

11.12%

13.05%

7.28%

8.69%

2nd
Qtr

$6,557 

1,802 

4,755 

1,061 

3,694 

1,757 

4,520 

931 

267 

664 

161 

$503 

$0.23 

$0.00   

2.45%

2.70%

1.79%

73%

11.14%

13.16%

7.31%

8.79%

1st
Qtr

$6,519 

1,903 

4,616 

961 

3,655 

1,698 

4,396 

957 

304 

653 

161 

$492 

$0.23 

$0.00   

2.55%

2.80%

1.87%

74%

11.37%

13.48%

7.24%

8.75%

4th
Qtr

$6,843 

2,205 

4,638 

675 

3,963 

1,405 

4,521 

847 

265 

582 

165 

$417 

$0.19 

$0.00   

1.90%

2.09%

1.67%

88%

10.90%

12.92%

7.10%

8.60%

3rd
Qtr

$6,894 

2,532 

4,362 

1,790 

2,572 

1,859 

4,402 

29 

(161)

190 

161 

$29 

$0.01 

$0.09 

2.11%

2.44%

1.57%

75%

10.71%

12.80%

6.97%

8.49%

2nd
Qtr

$7,114 

2,783 

4,331 

850 

3,481 

2,182 

4,991 

672 

153 

519 

161 

$358 

$0.17 

$0.09 

2.20%

2.63%

1.18%

54%

10.59%

12.54%

6.84%

8.27%

1st
Qtr

$6,847 

2,910 

3,937 

775 

3,162 

2,134 

4,371 

925 

263 

662 

27 

$635 

$0.30 

$0.09 

2.24%

2.41%

1.08%

48%

10.70%

12.75%

7.20%

8.70%

The Consolidated Balance Sheets, Consolidated Statements of Income and Consolidated Statements of Changes in
Stockholders’ Equity contained in this annual report are based on the Company’s 2010 audited Consolidated Financial
Statements. The 2010 audited Consolidated Financial Statements and accompanying notes to Consolidated Financial
Statements are available upon written request to:

Todd James
Executive Vice President & Chief Financial Officer
Blackhawk Bancorp, Inc.
400 Broad Street
Beloit, WI 53511

Email:  tjames@blackhawkbank.com

Years ended December 31, 

Interest income

Interest expense

Net interest income

Provision for loan losses

Net interest income after provision for loan losses

Noninterest income

Noninterest expense

Income before income taxes

Income taxes

Net income before preferred stock dividends

Preferred stock dividends and warrant accretion

Net income available to common shareholders

Basic earnings per common share

Diluted earnings per common share

Cash dividend declared per share

Return on assets

Return on common equity

Total assets

Securities

Total loans, net

Deposits

Short-term borrowings

Long-term borrowings

Subordinated debentures

Total stockholders' equity

2010

$26,847 

7,050 

19,797 

4,544 

15,253 

8,416 

19,196 

4,473 

1,448  

3,025

645   

$2,380  

$1.10 

$1.10 

$0.00   

0.56%

8.25%

$539,917 

136,417 

332,134 

473,865 

-   

17,535 

4,958 

40,468  

2009

$27,698  

10,430 

17,268 

4,090 

13,178 

7,580 

18,285 

2,473 

520  

1,953  

514  

$1,439 

$0.67 

$0.67 

$0.27 

0.37%

5.55%

$523,349 

134,071 

321,353 

411,343 

8,400 

58,262 

4,958 

37,219 

2008

$27,807 

12,781 

15,026 

1,322 

13,704 

5,196 

15,484 

3,416 

864  

2,552 

-  

$2,552 

$1.18 

$1.17 

$0.36 

0.53%

10.39%

$500,441 

122,877 

326,358 

376,995 

9,222 

79,147 

5,158 

26,350 

2007

$27,664 

14,778 

12,886 

566 

12,320 

4,988 

14,195 

3,113 

822  

2,291 

- 

$2,291 

$1.04 

$1.03 

$0.36 

0.51%

9.35%

$464,673 

118,786 

292,529 

331,239 

31,278 

69,653 

5,158 

24,493 

2006

$25,038 

12,859 

12,179 

407 

11,772 

4,892 

13,402 

3,262 

1,006  

2,256 

- 

$2,256 

$1.01 

$1.00 

$0.36 

0.52%

10.01%

$439,518 

113,763 

268,616 

312,001 

38,917 

49,367 

11,341 

24,208 

(Amounts in thousands, except share and per share data) (Amounts in thousands, except share and per share data)
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Average Balance Sheet with Resultant Interest and Rates
Years Ended December 31, 2010 and 2009
(Yields on a tax-equivalent basis and amounts in thousands)

Interest Earning Assets:

Interest-bearing deposits in banks

Federal funds sold & securities

purchased under agreements to 

resell

Investment securities:

Taxable investment securities

Tax-exempt investment securities

Total Investment securities

Loans

Total Earning Assets

Allowance for loan losses

Cash and due from banks

Other assets

Total Assets

Interest Bearing Liabilities:

Interest bearing checking accounts

Savings and money market deposits

Time deposits

Total interest bearing deposits

Short-term borrowings

Subordinated debentures

Long-term borrowings

Total Interest-Bearing Liabilities

Interest Rate Spread

Noninterest checking accounts

Other liabilities

Total liabilities

Stockholders' equity

Preferred stock

Common shareholders’ equity

Total Liabilities and

Stockholders' Equity

Net Interest Income/Margin

Twelve months ended December 31, 2010 Twelve months ended December 31, 2009

Average
Balance

$947 

18,551 

129,149 

21,341 

150,490 

329,079 

$499,067 

(6,042)

13,930 

32,169 

$539,124 

$143,133 

135,446 

115,655 

394,234 

2,399 

4,958 

33,825 

$435,416 

61,226 

3,498 

500,140 

10,134 

28,850 

38,984 

$539,124 

Interest

$5 

284 

5,485 

900 

6,385 

20,173 

$26,847 

$1,947 

784 

2,509 

5,240 

20 

175 

1,615 

$7,050 

$19,797 

Average
Rate

0.55%

1.44%

4.39%

6.52%

4.68%

6.16%

5.52%

1.41%

0.61%

2.23%

1.38%

0.98%

3.80%

4.71%

1.70%

3.82%

4.05%

Average
Balance

$1,546 

30,504 

108,634 

20,142 

128,776 

324,333 

$485,159 

(4,307)

10,776 

29,220 

$520,848 

$108,445 

121,347 

114,578 

344,370 

6,911 

5,006 

73,568 

$429,855 

53,455 

3,596 

486,906 

8,007 

25,935 

33,942 

$520,848 

Interest

$9 

537 

6,248 

757 

7,005 

20,147 

$27,698 

$2,106 

1,218 

3,476 

6,800 

25 

312 

3,293 

$10,430 

$17,268 

Average
Rate

0.62%

1.76%

5.75%

6.17%

5.82%

6.21%

5.81%

1.94%

1.00%

3.03%

1.97%

0.35%

6.24%

4.48%

2.43%

3.38%

3.66%
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Dear Shareholders,
Clients and Friends;

We had a very good year.

In spite of stiff headwinds, steady quarterly improvements throughout

the year gave rise to earnings of $3.03 million in 2010, a 55% increase

over the $1.9 million posted in 2009.  

Earnings per share rose 64% to $1.10 per share compared to the $0.67 a

share earned in 2009.  We were able to successfully get through the Great

Recession by having a singular focus on what has made us strong and

profitable: improved margin, increased non-interest income, core deposit

growth, on balance sheet liquidity, asset quality and a strong capital ratio against a backdrop of consistent and superior

customer service.

While some of our competition failed and others retreated, we stayed committed to the banking business, partnering with

business owners and personal clients to help them make it through the worst economic environment in generations.

Some of those clients are highlighted in this annual report.  This steady and proactive stance has generated new relation-

ships and uncommon client loyalty and support.  Blackhawk was one of the very few banks in our market to post year-

over-year increases in average loans.  Average deposits for fourth quarter 2010 were 20% higher than the fourth quarter

of ’09, and average deposits for the year were up 14%.  The most decisive show of faith and confidence lies in where

depositors put their money; we are both honored and humbled by our clients’ expression of confidence in Blackhawk

Bank.

Everything we accomplished in 2010 was an extraordinary team effort.  I particularly want to single out the mortgage

banking team, which had an outstanding year and solidified Blackhawk as the clear number two mortgage originator in

our markets.  We originated over $195 million in mortgage loans in 2010, which contributed $3.8 million to non-interest

income.

The continued weak economy did not go without consequences as many of our borrowers struggled. That struggle was

reflected in our increased provision for loan losses, up 11% in 2010 to $4.5 million.  Loans charged off in 2010, net of recov-

eries, was $3.9 million compared to $1.6 million in 2009.  Yet we ended the year with problem loans at stable levels, and

in a very strong loan loss reserve position that equaled 1.82% of total loans and 105% of non-performing loans.  It is a tes-

tament to the quality of our underlying earnings that we were able to absorb this kind of provision and still post outstand-

ing results.

From our perspective, the economic recovery seems rather frail.  While we are pleased to see some rebound in manufac-

Strong, Determined.
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Consolidated Statements of Changes in Stockholders’ Equity
Years Ended December 31, 2010 and 2009

(Amounts in thousands, except share and per share data)

Balance, December 31, 2008

Comprehensive income:

Adjustment for adoption of other-than-

temporary-impairment guidance, net of tax

Net income 

Change in fair value of derivatives used for

cash flow hedging purposes

Change in net unrealized losses on securities 

available-for-sale for which a portion of an 

other-temporary-impairment has been

recognized in earnings, net of reclassifica-

tion and taxes

Change in net unrealized loss on securities

available-for-sale, net of reclassification

adjustment and tax effect

Total comprehensive income

Cash dividends paid - $0.27 per share

Capital purchase plan (TARP)

Issuance of preferred stock

Accretion of preferred stock warrants

Cash dividends paid on preferred stock

Vesting of 9,174 shares of restricted stock

Balance, December 31, 2009

Comprehensive income:

Net income 

Change in fair value of derivatives used for

cash flow hedging purposes

Change in net unrealized losses on securities 

available-for-sale for which a portion of an 

other-temporary-impairment has been rec- 

ognized  in earnings, net of reclassification 

and taxes

Change in net unrealized loss on securities

available-for-sale, net of reclassification

adjustment and tax effect

Total comprehensive income

Capital purchase plan (TARP)

Accretion of preferred stock warrants

Cash dividends paid on preferred stock

Vesting of 18,292 shares of restricted stock

Balance, December 31, 2010

Common
Stock

$22   

-   

-   

-   

-   

-   

22

-   

-   

-   

-   

$22   

Additional
Paid-In
Capital

$9,279   

-   

-   

-   

-   

27   

9,306   

-   

-   

-   

53   

$9,359   

Retained
Earnings

$18,357   

257   

1,953   

-   

-   

(585)  

(83)  

(431)  

-   

19,468   

3,025   

-   

-   

(100)  

(545)  

-   

$21,848   

Treasury
Stock

$(931)  

-   

-   

-   

-   

(931)  

-   

-   

-   

-   

$(931)  

Accumu-
lated

Other
Compre-

hensive
Income
(Loss)

$(377)  

(257)  

-   

163   

(680)  

422   

-   

-   

(729)  

-   

16   

128   

572      

-   

$(13)  

Total

$26,350   

-   

1,953   

163   

(680)  

422   

1,858   

(585)  

10,000   

-   

(431)  

27   

37,219   

3,025   

16   

128

572

3,741   

-    

(545)  

53   

$40,468   
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Preferred
Stock

$-   

-   

-   

-   

-   

10,000   

83   

-   

10,083   

-   

-   

-   

100   

-   

$10,183   

Blackhawk Bancorp, Inc.  Board of Directors
Eric Anderberg, Rockford, IL 
Vice President/Secretary of Dial Machine, Inc.,
a family-owned contract machine shop

Thomas L. Barnes, Beloit, WI  
Real Estate Asset Manager, ABC Supply Co., Inc.

R. Richard Bastian III, Beloit, WI  
President and CEO of the Corporation and Bank  

Roger G. Bryden, Beloit, WI  
Owner/Operator, Bryden Motors, Inc. 

Stephen P. Carter, Rockford, IL  
Principal in Ingenium Aerospace, LLC and a consultant
and serves as a director of Appleton Papers, Inc.,
Paperweight Development Corp. and Hollister
Incorporated 

John B. Clark, Beloit, WI
Retired since 1997; prior thereto Senior Vice President,
Wachovia Securities, Inc. 

Diane M. Hendricks, Beloit, WI
Owner and Chairman, ABC Supply Co., Inc.

Prudence A. Harker, South Beloit, IL 
President of LifeCircle, LLC. and Investment Advisor
Representative, AXA Advisors, LLC. 

G. Curtis Lansbery, South Beloit, IL
President and CEO of North American Tool Corporation

James D. Metz, Belvidere, IL
Treasurer for the Belvidere School District 

Merritt J. Mott, Rockford, IL
Owner and CEO of Rockford Sanitary Systems, Inc. 

Stephen R. Thomas, Poplar Grove, IL
President of Cirrus Trails, Inc., holding company for Poplar
Grove Airmotive, Inc., and President of Emery Air, Inc.

turing, a continued high level of unemployment in our markets is troublesome.  The housing market will remain weak here

until unemployment edges back into single digits and consumers regain confidence.  Recent increases in commodity

prices, exacerbated by the unrest in the Middle East, create disturbing possibilities of a double-dip recession, a burst of

inflation, or both.

While the economy continues to pose its share of challenges, regulatory uncertainty is the single biggest threat to com-

munity banking. The tidal wave of rules and regulations coming out of Washington is going to increase the cost and com-

plexity of compliance.  It is forcing some major restructuring of bank balance sheets and signaling the critical importance

of increasing levels of capital in the industry.  All this comes at the same time that some of these regulations could have

a negative impact on bank profitability. If the proposed Dodd-Frank amendment on debit card interchange revenue is

implemented by the Federal Reserve as initially proposed, it could cost Blackhawk well into six figures in lost revenue.  

All of this suggests two things.  First, we were right to have focused on building a fortress balance sheet to help carry us

through the last two years, and right to continue to focus on it in 2011.  Second, the economic and regulatory environment

is ‘wearing out’ a lot of bank boards, bank management teams and bank ownership.  As a strong, determined organiza-

tion, we feel that this will present historical opportunities to increase our market share and extend our footprint in the next

few years.

I want to thank our employees for their tenacity, our board of directors for their resolute stewardship, and our sharehold-

ers for their patience.

Sincerely,

Rick Bastian,

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

(Amounts in thousands, except share and per share data)

2010

$20,173   
340   

5,145   
900   
284   

5   
26,847   

5,240   
20   

1,615   
175   

7,050   

19,797   

4,544   
15,253   

2,633   
4,073   
(240)  
1,428   
(410)    

(1,034)    
267

(767)  
1,075
(401)  

303   
722   

8,416   

9,649   
2,340   
1,953   
1,030   

445   
249   
813   
339   
288   

2,090   
19,196   

4,473   

1,448   

$3,025   

$1.10   
1.10      

2009

$20,147   
755   

5,493   
757   
537   

9   
27,698   

6,800   
25   

3,293   
312   

10,430   

17,268   

4,090   
13,178   

2,577   
4,019   
(283)  

1,161   
(403)  

(1,589)  
1,115   

(474)  
513   

(524)  
318   
676   

7,580   

9,119   
2,509   
1,863   
1,058   

413   
222   
839   
332   
253   

1,677   
18,285   

2,473   

520   

$1,953   

$0.67   
0.67   

4    Blackhawk Bancorp, Inc. & Subsidiaries Blackhawk Bancorp, Inc. & Subsidiaries      9

Interest Income:
Interest and fees on loans 
Interest on trading securities
Interest and dividends on securities available-for-sale:

Taxable
Tax-exempt

Interest on federal funds sold and securities purchased under agreements to resell
Interest on interest-bearing deposits in banks

Total interest income

Interest Expense:
Interest on deposits 
Interest on short-term borrowings
Interest on long-term borrowings 
Interest on subordinated debentures

Total interest expense

Net interest income 
Provision for Loan Losses

Net interest income after provision for loan losses

Noninterest Income:
Service charges on deposit accounts
Net gain on sale of loans
Net mortgage servicing income
Debit card interchange fees
Net losses on trading activities
Other-than-temporary loss

Total impairment loss
Loss recognized in other comprehensive income

Net impairment loss recognized in earnings
Net gains on sales of securities available-for-sale 
Net other losses
Increase in cash surrender value of bank-owned life insurance
Other 

Total noninterest income

Noninterest Expenses:
Salaries and employee benefits 
Occupancy and equipment
Data processing
FDIC assessment
Advertising and marketing
Amortization of intangibles
Professional fees
Office supplies
Telephone
Other

Total noninterest expenses

Income before income taxes

Income Taxes

Net income

Basic Earnings Per Share
Diluted Earnings Per Share

Blackhawk Won Our Business

During the second half of ’09 our cast-
ing orders were somewhat off track, a
testament to the tough economy.
Every month we initiated calls to our
‘big-box’ banker in Oakbrook, IL; we
wanted to apprise him that we might
violate our cash-flow covenant. We left
messages, but our calls weren’t
returned. When he finally called, he
had a cavalier ‘no big deal’ attitude
about it. A later call went unanswered
again; calling a second time, Yvonne
was shocked to learn from a cash-
management assistant that our

account had been transferred to the bank’s Michigan headquarters’
work-out group.  Work-out means you’re placed in a special repay-
ment arrangement in light of likely default on a loan. Our banker
hadn’t even mentioned a possibility of this; we were in a state of
disbelief.

We never did violate the cash-flow covenant, and business
improved. We invited the work-out guy to come out for a review.
His main concern was how long the drive would be but, reluctant-
ly, he showed up. After evaluating our business he admitted they’d
made a mistake.  But he also added that we’d have to show anoth-
er quarter of progress to get beyond the ‘work-out’ arrangement.
We’d never been treated so badly. Coincidentally, on the same day
our former rep showed up to encourage us to stay with this bank
as it prepared to merge with another even bigger bank. By this
time the relationship was too shattered to fix. We wanted out, and
we wanted a local bank.

We remembered Blackhawk’s advertising that actually invited
manufacturing customers. No other bank claimed to like manufac-
turing; we’d also heard that Rick Bastian had a strong manufactur-
ing orientation so we contacted him. We talked, and I promised to
email him some information. A few days later he called to ask if I’d
sent it; I had, but it was caught in a firewall.  His interest in our com-
pany and his follow-through gave me a good gut feeling. We con-
sidered four local banks to be sure we were making a smart choice.
Blackhawk won our business.

Between providing our projections to Blackhawk and closing our
loan, we missed projections. We met with Bastian and business
banker Nathan Bolin; they came away believing in us and we pro-
ceeded to close. They let us know that they’d hang in with us, and
guaranteed we’d never have to endure the bad experience we’d
had with our former big, impersonal bank. 

With Blackhawk, we have access to someone (who responds!) in
every area of banking that’s important to us.  Blackhawk’s products
and services fit our needs ‘to a T’ and pricing is reasonable.  Bolin
stays in close contact; Becky Brown, the Roscoe office manager,
comes by if needed; Kevin Busker set up our Cash Management
services and a unique fiscal calendar; Joylyn Weibel did a fantastic
job with our mortgage. Everyone is very accessible, and that’s
hugely important to us. Blackhawk’s bankers are truly invested in
their customer’s success.  

We recommend Blackhawk Bank to everyone we know. In a mere
seven months, we’ve transitioned our business checking and loan
accounts and our personal checking and mortgage.  Blackhawk
Bank gets the job done easily and efficiently.

Steve & Yvonne Holdeman 
State Line Foundries, Inc.
Roscoe, IL

State Line Foundries is a quality-driven, customer-responsive iron foundry
specializing in prototype and low-to-medium volume production castings.
Visit www.slfcastings.com.

Blackhawk Developed First-Of-Its-Kind Solution

Thom Chustak, a long-time Ford Tool employee with a 10% owner-
ship stake and his associate Doug Beto wanted to buy out the
company’s owners. There were issues of capital gains that the retir-
ing owners needed to be protected against. Thom had tried to get
financing that addressed everyone’s needs through another local
bank, but that bank couldn’t put together a workable deal.

After many unsuccessful attempts at finding the right solution and
shopping other banks (who weren’t interested in manufacturing
unless you were putting up really good numbers) Thom was
referred to Blackhawk. Andy Williams and Rick Bastian met with
Thom & Doug; they recall Andy and Rick being so approachable
and casual that they wondered if they really were good bankers. 

They checked the bank’s references by talking with other cus-
tomers, who confirmed, “Yes, Blackhawk’s bankers are approach-
able and easy to talk to. Yes, they really do know manufacturing
and understand its cash-flow cycles. They absolutely stand behind
customers through tough times. They’re damn good bankers.”

Blackhawk’s challenge was to structure a loan package that would
allow Thom and Doug to purchase the company, and prevent the
retiring owners from facing capital gains liability. The bank put
together a team that engaged the expertise of an accountant, the
SBA, the Rockford Local Development Corporation and a corpo-
rate attorney. 

Blackhawk worked with the SBA in a way that few other banks
would even attempt by conducting numerous conference calls with
SBA chiefs in California, the RLDC, the corporate accountant and
the attorney.  Blackhawk repeatedly urged the SBA to think
through this first-of-its-kind solution.  After months of tireless
work, Blackhawk’s proposal was approved. All parties agreed to a
collaboration that facilitated the desired outcome. 

By following through with creative ideas, by living up to every
promise, by being hands-on and proactive, Blackhawk Bank earned
Ford Tool’s business, loyalty and advocacy.

Thom Chustak & Doug Beto
Ford Tool & Machining
Loves Park, IL

Ford Tool offers considerable CNC capability in turning and milling opera-
tions and I.D., O.D., surface and centerless grinding. Ford Tool manufactures
die holders, punch holders, knockout pins, sleeves, fillers and feed rolls, and
mills die blocks, punch blocks, cutter holders and fingers.
Visit www.fordtool.com.

Client Perspectives

Steve Holdeman
State Line Foundries, Inc.

Thom Chustak & Doug Beto, Ford Tool & Machining
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Consolidated Balance Sheets
December 31, 2010 and 2009

Assets

Cash and due from banks

Federal funds sold and securities purchased under agreements to resell

Total cash and cash equivalents

Interest-bearing deposits in banks

Trading securities

Securities available-for-sale 

Loans held for sale

Federal Home Loan Bank stock, at cost

Loans, less allowance for loan losses of $6,142 and $5,471

at December 31, 2010 and 2009, respectively

Office buildings and equipment, net 

Intangible assets, net

Cash surrender value of bank-owned life insurance

Other assets 

Total assets

Liabilities and Stockholders' Equity

Liabilities

Deposits:

Noninterest-bearing

Interest-bearing (including $4,238 and $0 at fair value at December 31,

2010 and December 31, 2009, respectively)

Total deposits

Short-term borrowings

Long-term borrowings (including $2,172 and $19,274 at fair value at 

December 31, 20010 and December 31, 2009, respectively)

Subordinated debentures (including $834 at fair value at 

December 31, 2010 and December 31, 2009)

Other liabilities

Total liabilities

Stockholders’ equity

Preferred stock, $0.01 par value, 1,000,000 shares authorized; 10,500

shares issued as of December 31, 2010 and 2009

Common stock, $0.01 par value, 10,000,000 shares authorized; 2,258,047 and 

2,248,930 shares issued as of December 31, 2010 and 2009, respectively

Additional paid-in capital

Retained earnings 

Treasury stock, 85,252 shares, at cost as of December 31, 2010 and 

2009

Accumulated other comprehensive loss

Total stockholders’ equity

Total liabilities and stockholders’ equity

2010

$7,877   

23,751   

31,628   

639   

3,559   

132,858   

5,301   

4,085   

326,833   

9,136   

8,172   

8,440   

9,266   

$539,917   

$62,282   

411,583   

473,865   

-   

17,535   

4,958   

3,091   

499,449   

10,183   

22   

9,359   

21,848   

(931)  

(13)  

40,468   

$539,917   

(Amounts in thousands, except share and per share data)

2009

$9,714   

21,172   

30,886   

1,197   

7,428   

126,643   

3,137   

4,085   

318,216   

8,370   

7,696   

8,136   

7,555   

$523,349   

$52,087   

359,256   

411,343   

8,400   

58,262   

4,958   

3,167   

486,130   

10,083   

22   

9,306   

19,468   

(931)  

(729)  

37,219   

$523,349   
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Blackhawk Is A Perfect Fit

Patch Products, Inc. located in Beloit, Wisconsin, is a leading man-
ufacturer and marketer of family entertainment products including
games, puzzles, activity kits, collegiate-licensed foam sports toys
and classroom teaching tools. 

In 1971, brothers Fran and Bryce Patch started a commercial print-
ing company and built their business by printing products for other
companies, including Trivial Pursuit game boards and Cabbage
Patch doll sticker books. In ‘85 they formed Patch Products, Inc.
and broke into the children’s puzzle market. The puzzles grew in
popularity through national distribution and laid the bedrock of the
company’s foundation. 

In ‘92 Patch obtained the license to TriBond® and began to build a
line of popular board games with the introduction of Blurt!® and
Mad Gab®. These three brands helped Patch penetrate the retail
marketplace and position the company as a key player in the game
industry. In ‘04, Patch began building its other brands and creating
new family games.  In the last 2 years Patch has also developed
highly innovative and award winning products such as 3D Floor
Puzzles and Design ‘N’ Doodle™ magnetic dry-erase activity sets,
as well as securing exciting licenses such as SpongeBob
SquarePants™ , Dora the Explorer™ and Sesame St/ Elmo™ .  Most
recently Patch received the highly prestigious nomination for
“Game of the Year“ from the 2011 Toy Industry Association’s Toy of
the Year Awards for it’s new game, 5 Second Rule™.

Remarkable success put Patch Products, Inc. in need of a bank that
could be highly responsive to opportunities in their marketplace
and attentive to their needs. Because of Patch’s growth, they out-
grew their previous bank’s capabilities so they began the search for
a new financial partner. 

They evaluated nine institutions, covering small, mid-sized and
large banks. One of the main objectives of their search was the
ability to access decision makers without layers of bureaucratic red
tape. The nature of the toy industry is such that opportunities often
emerge suddenly, and answers are needed fast. Therefore, they
ideally wanted a local bank with local access and decision making
powers, and one that had the services and products to back their
tactical growth.

At the meeting between Patch and Blackhawk, all the key players
came together, permitting both sides to gain insights and make
judgments regarding each other’s business principles.  From ide-
ologies to covenants to administrative procedures, no rock was left
unturned. Weighing up the benefits, Patch’s chief executives decid-
ed that Blackhawk was a perfect fit.

Even as Patch expands its business both in the USA and in markets
abroad, Blackhawk Bank is able to provide all the products and
services the company needs.  “You can find our games and toys in
the US, Canada, Australia, Mexico, the United Kingdom and
Germany,” stated Bob Wann, CEO of Patch Products, Inc. “While
foreign markets represent a smaller portion of our total business,
we continue to expand into more International markets. Blackhawk

Bank has demonstrated its commitment to us, and has earned our
complete confidence as our strategic partner.”

Fran Patch, Chairman
Bryce Patch, Vice Chairman
Bob Wann, CEO
Brian Maxwell, President
Patch Products, Beloit, WI

To see all Patch Product’s Games, Toys & Activities,
visit www.patchproducts.com

Blackhawk
Opened Our Eyes

About seven years ago,   we
got a call from a Blackhawk
banker asking if we’d be
open to having a business
financial services review. We
banked elsewhere, and we
really weren’t much interest-
ed in taking the time to talk.
The banker assured us
there’d be no pressure, and
offered to give us a quote.
He said if we were interest-
ed after seeing it, we’d talk
more.

That quote opened our eyes
to how much we were being over charged by our former bank. The
interest rate our business was paying for a line of credit was liter-
ally an insult.  It took no time at all for us to make the decision to
switch our company’s banking relationship to Blackhawk. It’s been
the best business decision we ever made.

Today, Dale Reeves is our business banker. When we meet, we’re
usually asking for funds, but our meetings are much deeper than
talks about loan rates and terms. Dale’s wheels are turning as he lis-
tens for insights into our business. He digs in, helping uncover
obstacles and opportunities that might exist.  Dale understands our
business and its needs, and offers advice that prepares us for the
economic conditions that lie ahead.  

Through Dale’s introduction to Kevin Busker, Cash Management
Specialist, we were able to expand our customer service by adding
credit card acceptance. Dale also introduced us to Maria Delgado,
one of the bank’s Mortgage Planners, who assisted us with moving
our home mortgage loan as well as our personal checking and sav-
ings accounts. 

We can’t say enough good things about Blackhawk.  Everyone
knows our name when we walk in and the staff is personable and
attentive. They even saved us from identity theft! The bank called
our home to report that someone was trying to rent a car in Brazil
with our card. The transaction was stopped, and we were spared a
lot of time and trouble had it gone undetected.

We know that no matter what financial services we may need in the
future, Blackhawk will be there to back us up.

Tom Hendrickson, President & Cheryl Hendrickson
Pneumatic Cylinders
& Couplers Inc.,
Machesney Park, IL 

Pneumatic Cylinders & Couplers specializes in aluminum and stainless steel
cylinders for almost any application. We provide solutions to increase effi-
ciency and profitability. Our products combine proven design features with
the finest available materials and superior workmanship.
Visit www.pneumaticcylinders.net.

Tom & Cheryl Hendrickson
Pneumatic Cylinders & Couplers, Inc.

Patch Products Corporate Headquarters in Beloit, WI
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ing one of the strongest mortgage banking teams in our
market. With mortgage rates rebounding from historic lows
and depressed home values in our markets, management
expects a substantial reduction in mortgage banking rev-
enue in 2011.  The remaining increase in non-interest income
reflects growth in debit card interchange revenue and a
reduction in net losses on securities and other assets.     

Operating expenses for 2010 were up $0.9 million, or 5%, to
$19.2 million compared to $18.3 million in 2009.  The
increase in operating expenses for the year was primarily
the result of increased compensation, and credit and col-
lection related expenses.    

Provision for Loan Losses and Credit Quality

Blackhawk recorded a provision for loan losses of $4.5
million in 2010, an 11% increase over the $4.1 million provid-
ed in 2009.  Loans charged off in 2010, net of recoveries,
equaled $3.9 million compared to $1.6 million in 2009.   The
increase in charge-offs relative to the increase in the provi-
sion represents the lag time between identification and
recognition of potential losses and the final resolution or
charge-off of problem loans. Blackhawk has been diligent in
ensuring that the allowance for loan losses is adequate.
The ratio of the allowance for loan losses to total loans was
1.82% at December 31, 2010 compared to 1.67% at
December 31, 2009.  As of December 31, 2010 the ratio of
the allowance for loan losses to nonperforming loans
equals 105%, compared to 88% at December 31, 2009.  The
following tables summarize net loan charge-offs by loan
type for 2010 and 2009:

The economic downturn, which began in 2008, continues
to challenge businesses and consumers.  Nonperforming
loans to total loans was reduced to 1.73% as of December
31, 2010 compared to 1.90% at December 31, 2009.
Nonperforming assets, which, in addition to nonperforming
loans, includes real estate and other assets acquired in set-
tlement of loans, equaled $8.8 million, or 2.61%, of total
loans at December 31, 2010 compared to $6.8 million, or
2.09%, of total loans at December 31, 2009.  Blackhawk has
been very proactive in working with customers to avoid
foreclosure or repossession; however, when these assets
are acquired we aggressively market and liquidate them to
avoid future carrying costs and/or further deterioration of
value. 

Capital

The regulatory agencies have continued their mantra for
more capital.  In March of 2009 the Company received a
$10 million capital investment under the U.S. Treasury’s vol-
untary Capital Purchase Plan (CPP).  This capital provided
a temporary bridge that has allowed Blackhawk to contin-
ue lending and supporting its customer base during a time
of unprecedented economic uncertainty.  Also, as outside
sources of capital became very limited and expensive, your
board of directors made the decision to suspend the com-
mon shareholder dividend.  The capital markets have begun
to thaw, but capital is still very expensive.  Issuing capital at
levels well below book value would be highly dilutive to
existing shareholders. However, the board continues to ana-
lyze options for repaying the CPP capital and positioning
the Company to take advantage of market opportunities,
whether it’s organic growth or through the consolidation
that is expected to occur within the industry.  There is still
a great amount of uncertainty as to what the capital
requirements will be as the regulatory agencies develop the
rules and regulations to implement the financial reform
laws and other international capital guidelines that were
enacted as a result of the financial crisis.   As of now, reten-
tion of earnings continues to be the least expensive source
of capital for the Company and it is unlikely the common
dividend will be reinstated in 2011.     

Summary

The economic crisis that has played out over the last three
years has definitely created challenges for the banking
industry.   This crisis has tested our risk management prac-
tices and has required us to adapt to a new economic real-
ity and a barrage of new laws and regulations.  As evi-
denced by more than $8.6 million in loan loss provisions
over the last two years, we did not escape this crisis
unscathed. We were, however, able to remain profitable
throughout the entire period.  We did this by making smart
moves to mitigate risk where we could, and to leverage our
strengths.  Early identification of potential credit issues and
avoidance of an over concentration in commercial real
estate lending helped us keep credit issues manageable.
Maintaining a disciplined approach to managing our net
interest margin, capitalizing on the mortgage refinance
boom and growing other sources of non-interest income
were strategic moves that allowed us to grow the revenue
line without the need for more capital or a significant
increase in operating expens-
es. We expect 2011 to be just
as challenging, but we also
expect there to be plenty of
opportunities for strong insti-
tutions that are determined
to take advantage of them.

Sincerely,

Todd James, CFO
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To Our Shareholders:

The theme of last year’s annual report to shareholders was
“Smart Moves”, characterizing the actions we’ve taken to
weather the economic storm of the last three years.  Our
focus on fortifying the balance sheet by bolstering capital,
improving liquidity, building loan loss reserves and proac-
tively managing problem and potentially problem credits
has paid off.  We’ve maintained profitability throughout the
recession and in 2010 the Company’s earnings per common
share (EPS) was within 7% of the record EPS achieved in
2008.

Despite the pressure on earnings from credit losses,
increased FDIC insurance and the onslaught of new and
expensive regulations, Blackhawk remains strong and is
determined to keep producing positive results.  In 2010 the
Company realized a 14% increase in revenues, while operat-
ing expenses increased only 5%.  Our ability to maximize
the net interest margin through proactive asset liability
management and pricing discipline, along with continued
growth in non-interest income were critical to increasing
revenues while controlling asset growth.  This has enabled
the Company to conserve its capital and improve regulato-
ry capital ratios as it continues to face elevated credit loss-
es.  In the following paragraphs I’ll discuss the 2010 results
and some of our expectations for 2011.

Overall Results 

Blackhawk produced net income of $3.03 million for 2010,
a 55% increase compared to the $1.95 million earned in
2009.  Earnings per share for the year increased 64% to
$1.10 compared to the $0.67 the year before. The earnings
growth was driven primarily by an increase in the net inter-
est margin. Total assets increased to $539.9 million as of
December 31, 2010 compared with $523.3 million at year
end 2009.  Strong deposit growth for the year funded the
increase in assets and was also used to substantially reduce
borrowings and other noncore funding, strengthening the
Company’s liquidity position.   The level of nonperforming
loans has stabilized, however asset quality continues to be
a major concern and focus of management. Our quarterly
trends are going the right direction, but due to on-going
weakness in the economy and depressed real estate values,
loan losses are expected to continue at elevated levels into
2011.  The following table summarizes key performance and
asset quality measures over the five most recent quarters: 

Net Interest Income

Net interest income for 2010 was up 15% to $19.8 million,
compared to $17.2 million for 2009.  Average earning assets
and the net interest margin were both up compared to the
prior year.  Total average earning assets increased over
2009 by $13.9 million, or 2.9%. The increase in average
earning assets included a $4.7 million, or 1.5%, increase in
average total loans, with the remainder of the growth in
investment securities and short-term investments.  The net
interest margin increased 39 basis points to 4.05% for 2010
compared to 3.66% the year before.    

The earning asset growth and improvement in the net inter-
est margin reflect the Bank’s success in generating core
deposits.  Average deposits increased $57.6 million, or 14%
over 2009.  Substantially all of the increase in average
deposits for the year occurred in non-maturity deposit
products such as business and consumer checking, and
money market accounts.  This growth has resulted in less
reliance on borrowings, as average total borrowings for the
year decreased by 52% to $41.2 million compared to $85.5
million the year before.  

In addition to strong core deposit growth, management has
a proactive asset liability management process which
includes the use of loan and deposit pricing models that
has ensured a consistent pricing discipline.  The asset liabil-
ity process also uses multi-year simulation models to proj-
ect the net interest margin, including the identification of
long-term risk embedded in the balance sheet.  The invest-
ment portfolio and wholesale funding sources are used to
maximize the margin and mitigate interest rate risk created
by the Bank’s commercial and consumer products.  While
the net interest margin has been on an upward trend the
last couple of years, further improvement is not expected.
The Bank’s models project some downward pressure if
rates decline or remain at the current level for an extended
period of time.     

Non-Interest Income and Operating Expenses

Non-interest income for 2010 increased 11% to $8.4 million
compared to $7.6 million in 2009.  The low interest rate
environment in 2010 fueled a wave of refinance activity,
generating $3.8 million in net mortgage banking revenue, a
$97,000 increase over what was generated during the refi-
nance wave of 2009.  The ability to capitalize on this oppor-
tunity reflects Blackhawk’s successful dedication to build-

Key Performance and Asset Quality Measures

Diluted earnings per share

Return on average assets

Return on common equity

Net interest margin

Efficiency ratio

Nonperforming loans to total loans

Nonperforming assets to total loans

Allowance for loan losses to total loans

Allowance for loan losses to nonperforming loans

Subsidiary bank total risk based capital

4th Qtr
2010

$0.33

.62%

9.62%

4.12%

67.93%

1.73%

2.61%

1.82%

105%

13.57%

3rd Qtr
2010

$0.30

.60%

8.91%

4.07%

63.34%

2.30%

2.68%

1.88%

82%

13.05%

2nd Qtr
2010

$0.23

.50%

7.19%

3.92%

68.24%

2.45%

2.70%

1.79%

73%

13.16%

1st Qtr
2010

$0.23

.50%

7.12%

3.96%

68.4%

2.55%

2.80%

1.87%

74%

13.48%

4th Qtr
2009

$0.19

.44%

6.53%

3.86%

73.7%

1.90%

2.09%

1.67%

88%

12.92%

2010 (in thousands) 

Loan Type
Average
Balance Net C/O

Net C/O to
Average Bal

Commercial & Industrial
Commercial Real Estate
1-4 Family 
Consumer and other

Total

1,557
647

1,097
579

3,879

2.12%
0.42%
1.91%
1.27%

1.18%

73,395
152,636
57,458
45,589

329,079

2009 (in thousands) 

Loan Type
Average
Balance Net C/O

Net C/O to
Average Bal

Commercial & Industrial
Commercial Real Estate
1-4 Family 
Consumer and other

Total

350
513
349
377

1,589

0.57%
0.33%
0.59%
0.77%

0.49%

61,888
154,611
58,831
49,004

324,333
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ing one of the strongest mortgage banking teams in our
market. With mortgage rates rebounding from historic lows
and depressed home values in our markets, management
expects a substantial reduction in mortgage banking rev-
enue in 2011.  The remaining increase in non-interest income
reflects growth in debit card interchange revenue and a
reduction in net losses on securities and other assets.     

Operating expenses for 2010 were up $0.9 million, or 5%, to
$19.2 million compared to $18.3 million in 2009.  The
increase in operating expenses for the year was primarily
the result of increased compensation, and credit and col-
lection related expenses.    

Provision for Loan Losses and Credit Quality

Blackhawk recorded a provision for loan losses of $4.5
million in 2010, an 11% increase over the $4.1 million provid-
ed in 2009.  Loans charged off in 2010, net of recoveries,
equaled $3.9 million compared to $1.6 million in 2009.   The
increase in charge-offs relative to the increase in the provi-
sion represents the lag time between identification and
recognition of potential losses and the final resolution or
charge-off of problem loans. Blackhawk has been diligent in
ensuring that the allowance for loan losses is adequate.
The ratio of the allowance for loan losses to total loans was
1.82% at December 31, 2010 compared to 1.67% at
December 31, 2009.  As of December 31, 2010 the ratio of
the allowance for loan losses to nonperforming loans
equals 105%, compared to 88% at December 31, 2009.  The
following tables summarize net loan charge-offs by loan
type for 2010 and 2009:

The economic downturn, which began in 2008, continues
to challenge businesses and consumers.  Nonperforming
loans to total loans was reduced to 1.73% as of December
31, 2010 compared to 1.90% at December 31, 2009.
Nonperforming assets, which, in addition to nonperforming
loans, includes real estate and other assets acquired in set-
tlement of loans, equaled $8.8 million, or 2.61%, of total
loans at December 31, 2010 compared to $6.8 million, or
2.09%, of total loans at December 31, 2009.  Blackhawk has
been very proactive in working with customers to avoid
foreclosure or repossession; however, when these assets
are acquired we aggressively market and liquidate them to
avoid future carrying costs and/or further deterioration of
value. 

Capital

The regulatory agencies have continued their mantra for
more capital.  In March of 2009 the Company received a
$10 million capital investment under the U.S. Treasury’s vol-
untary Capital Purchase Plan (CPP).  This capital provided
a temporary bridge that has allowed Blackhawk to contin-
ue lending and supporting its customer base during a time
of unprecedented economic uncertainty.  Also, as outside
sources of capital became very limited and expensive, your
board of directors made the decision to suspend the com-
mon shareholder dividend.  The capital markets have begun
to thaw, but capital is still very expensive.  Issuing capital at
levels well below book value would be highly dilutive to
existing shareholders. However, the board continues to ana-
lyze options for repaying the CPP capital and positioning
the Company to take advantage of market opportunities,
whether it’s organic growth or through the consolidation
that is expected to occur within the industry.  There is still
a great amount of uncertainty as to what the capital
requirements will be as the regulatory agencies develop the
rules and regulations to implement the financial reform
laws and other international capital guidelines that were
enacted as a result of the financial crisis.   As of now, reten-
tion of earnings continues to be the least expensive source
of capital for the Company and it is unlikely the common
dividend will be reinstated in 2011.     

Summary

The economic crisis that has played out over the last three
years has definitely created challenges for the banking
industry.   This crisis has tested our risk management prac-
tices and has required us to adapt to a new economic real-
ity and a barrage of new laws and regulations.  As evi-
denced by more than $8.6 million in loan loss provisions
over the last two years, we did not escape this crisis
unscathed. We were, however, able to remain profitable
throughout the entire period.  We did this by making smart
moves to mitigate risk where we could, and to leverage our
strengths.  Early identification of potential credit issues and
avoidance of an over concentration in commercial real
estate lending helped us keep credit issues manageable.
Maintaining a disciplined approach to managing our net
interest margin, capitalizing on the mortgage refinance
boom and growing other sources of non-interest income
were strategic moves that allowed us to grow the revenue
line without the need for more capital or a significant
increase in operating expens-
es. We expect 2011 to be just
as challenging, but we also
expect there to be plenty of
opportunities for strong insti-
tutions that are determined
to take advantage of them.

Sincerely,

Todd James, CFO
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To Our Shareholders:

The theme of last year’s annual report to shareholders was
“Smart Moves”, characterizing the actions we’ve taken to
weather the economic storm of the last three years.  Our
focus on fortifying the balance sheet by bolstering capital,
improving liquidity, building loan loss reserves and proac-
tively managing problem and potentially problem credits
has paid off.  We’ve maintained profitability throughout the
recession and in 2010 the Company’s earnings per common
share (EPS) was within 7% of the record EPS achieved in
2008.

Despite the pressure on earnings from credit losses,
increased FDIC insurance and the onslaught of new and
expensive regulations, Blackhawk remains strong and is
determined to keep producing positive results.  In 2010 the
Company realized a 14% increase in revenues, while operat-
ing expenses increased only 5%.  Our ability to maximize
the net interest margin through proactive asset liability
management and pricing discipline, along with continued
growth in non-interest income were critical to increasing
revenues while controlling asset growth.  This has enabled
the Company to conserve its capital and improve regulato-
ry capital ratios as it continues to face elevated credit loss-
es.  In the following paragraphs I’ll discuss the 2010 results
and some of our expectations for 2011.

Overall Results 

Blackhawk produced net income of $3.03 million for 2010,
a 55% increase compared to the $1.95 million earned in
2009.  Earnings per share for the year increased 64% to
$1.10 compared to the $0.67 the year before. The earnings
growth was driven primarily by an increase in the net inter-
est margin. Total assets increased to $539.9 million as of
December 31, 2010 compared with $523.3 million at year
end 2009.  Strong deposit growth for the year funded the
increase in assets and was also used to substantially reduce
borrowings and other noncore funding, strengthening the
Company’s liquidity position.   The level of nonperforming
loans has stabilized, however asset quality continues to be
a major concern and focus of management. Our quarterly
trends are going the right direction, but due to on-going
weakness in the economy and depressed real estate values,
loan losses are expected to continue at elevated levels into
2011.  The following table summarizes key performance and
asset quality measures over the five most recent quarters: 

Net Interest Income

Net interest income for 2010 was up 15% to $19.8 million,
compared to $17.2 million for 2009.  Average earning assets
and the net interest margin were both up compared to the
prior year.  Total average earning assets increased over
2009 by $13.9 million, or 2.9%. The increase in average
earning assets included a $4.7 million, or 1.5%, increase in
average total loans, with the remainder of the growth in
investment securities and short-term investments.  The net
interest margin increased 39 basis points to 4.05% for 2010
compared to 3.66% the year before.    

The earning asset growth and improvement in the net inter-
est margin reflect the Bank’s success in generating core
deposits.  Average deposits increased $57.6 million, or 14%
over 2009.  Substantially all of the increase in average
deposits for the year occurred in non-maturity deposit
products such as business and consumer checking, and
money market accounts.  This growth has resulted in less
reliance on borrowings, as average total borrowings for the
year decreased by 52% to $41.2 million compared to $85.5
million the year before.  

In addition to strong core deposit growth, management has
a proactive asset liability management process which
includes the use of loan and deposit pricing models that
has ensured a consistent pricing discipline.  The asset liabil-
ity process also uses multi-year simulation models to proj-
ect the net interest margin, including the identification of
long-term risk embedded in the balance sheet.  The invest-
ment portfolio and wholesale funding sources are used to
maximize the margin and mitigate interest rate risk created
by the Bank’s commercial and consumer products.  While
the net interest margin has been on an upward trend the
last couple of years, further improvement is not expected.
The Bank’s models project some downward pressure if
rates decline or remain at the current level for an extended
period of time.     

Non-Interest Income and Operating Expenses

Non-interest income for 2010 increased 11% to $8.4 million
compared to $7.6 million in 2009.  The low interest rate
environment in 2010 fueled a wave of refinance activity,
generating $3.8 million in net mortgage banking revenue, a
$97,000 increase over what was generated during the refi-
nance wave of 2009.  The ability to capitalize on this oppor-
tunity reflects Blackhawk’s successful dedication to build-

Key Performance and Asset Quality Measures

Diluted earnings per share

Return on average assets

Return on common equity

Net interest margin

Efficiency ratio

Nonperforming loans to total loans

Nonperforming assets to total loans

Allowance for loan losses to total loans

Allowance for loan losses to nonperforming loans

Subsidiary bank total risk based capital

4th Qtr
2010

$0.33

.62%

9.62%

4.12%

67.93%

1.73%

2.61%

1.82%

105%

13.57%

3rd Qtr
2010

$0.30

.60%

8.91%

4.07%

63.34%

2.30%

2.68%

1.88%

82%

13.05%

2nd Qtr
2010

$0.23

.50%

7.19%

3.92%

68.24%

2.45%

2.70%

1.79%

73%

13.16%

1st Qtr
2010

$0.23

.50%

7.12%

3.96%

68.4%

2.55%

2.80%

1.87%

74%

13.48%

4th Qtr
2009

$0.19

.44%

6.53%

3.86%

73.7%

1.90%

2.09%

1.67%

88%

12.92%

2010 (in thousands) 

Loan Type
Average
Balance Net C/O

Net C/O to
Average Bal

Commercial & Industrial
Commercial Real Estate
1-4 Family 
Consumer and other

Total

1,557
647

1,097
579

3,879

2.12%
0.42%
1.91%
1.27%

1.18%

73,395
152,636
57,458
45,589

329,079

2009 (in thousands) 

Loan Type
Average
Balance Net C/O

Net C/O to
Average Bal

Commercial & Industrial
Commercial Real Estate
1-4 Family 
Consumer and other

Total

350
513
349
377

1,589

0.57%
0.33%
0.59%
0.77%

0.49%

61,888
154,611
58,831
49,004

324,333
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Consolidated Balance Sheets
December 31, 2010 and 2009

Assets

Cash and due from banks

Federal funds sold and securities purchased under agreements to resell

Total cash and cash equivalents

Interest-bearing deposits in banks

Trading securities

Securities available-for-sale 

Loans held for sale

Federal Home Loan Bank stock, at cost

Loans, less allowance for loan losses of $6,142 and $5,471

at December 31, 2010 and 2009, respectively

Office buildings and equipment, net 

Intangible assets, net

Cash surrender value of bank-owned life insurance

Other assets 

Total assets

Liabilities and Stockholders' Equity

Liabilities

Deposits:

Noninterest-bearing

Interest-bearing (including $4,238 and $0 at fair value at December 31,

2010 and December 31, 2009, respectively)

Total deposits

Short-term borrowings

Long-term borrowings (including $2,172 and $19,274 at fair value at 

December 31, 20010 and December 31, 2009, respectively)

Subordinated debentures (including $834 at fair value at 

December 31, 2010 and December 31, 2009)

Other liabilities

Total liabilities

Stockholders’ equity

Preferred stock, $0.01 par value, 1,000,000 shares authorized; 10,500

shares issued as of December 31, 2010 and 2009

Common stock, $0.01 par value, 10,000,000 shares authorized; 2,258,047 and 

2,248,930 shares issued as of December 31, 2010 and 2009, respectively

Additional paid-in capital

Retained earnings 

Treasury stock, 85,252 shares, at cost as of December 31, 2010 and 

2009

Accumulated other comprehensive loss

Total stockholders’ equity

Total liabilities and stockholders’ equity

2010

$7,877   

23,751   

31,628   

639   

3,559   

132,858   

5,301   

4,085   

326,833   

9,136   

8,172   

8,440   

9,266   

$539,917   

$62,282   

411,583   

473,865   

-   

17,535   

4,958   

3,091   

499,449   

10,183   

22   

9,359   

21,848   

(931)  

(13)  

40,468   

$539,917   

(Amounts in thousands, except share and per share data)

2009

$9,714   

21,172   

30,886   

1,197   

7,428   

126,643   

3,137   

4,085   

318,216   

8,370   

7,696   

8,136   

7,555   

$523,349   

$52,087   

359,256   

411,343   

8,400   

58,262   

4,958   

3,167   

486,130   

10,083   

22   

9,306   

19,468   

(931)  

(729)  

37,219   

$523,349   
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Blackhawk Is A Perfect Fit

Patch Products, Inc. located in Beloit, Wisconsin, is a leading man-
ufacturer and marketer of family entertainment products including
games, puzzles, activity kits, collegiate-licensed foam sports toys
and classroom teaching tools. 

In 1971, brothers Fran and Bryce Patch started a commercial print-
ing company and built their business by printing products for other
companies, including Trivial Pursuit game boards and Cabbage
Patch doll sticker books. In ‘85 they formed Patch Products, Inc.
and broke into the children’s puzzle market. The puzzles grew in
popularity through national distribution and laid the bedrock of the
company’s foundation. 

In ‘92 Patch obtained the license to TriBond® and began to build a
line of popular board games with the introduction of Blurt!® and
Mad Gab®. These three brands helped Patch penetrate the retail
marketplace and position the company as a key player in the game
industry. In ‘04, Patch began building its other brands and creating
new family games.  In the last 2 years Patch has also developed
highly innovative and award winning products such as 3D Floor
Puzzles and Design ‘N’ Doodle™ magnetic dry-erase activity sets,
as well as securing exciting licenses such as SpongeBob
SquarePants™ , Dora the Explorer™ and Sesame St/ Elmo™ .  Most
recently Patch received the highly prestigious nomination for
“Game of the Year“ from the 2011 Toy Industry Association’s Toy of
the Year Awards for it’s new game, 5 Second Rule™.

Remarkable success put Patch Products, Inc. in need of a bank that
could be highly responsive to opportunities in their marketplace
and attentive to their needs. Because of Patch’s growth, they out-
grew their previous bank’s capabilities so they began the search for
a new financial partner. 

They evaluated nine institutions, covering small, mid-sized and
large banks. One of the main objectives of their search was the
ability to access decision makers without layers of bureaucratic red
tape. The nature of the toy industry is such that opportunities often
emerge suddenly, and answers are needed fast. Therefore, they
ideally wanted a local bank with local access and decision making
powers, and one that had the services and products to back their
tactical growth.

At the meeting between Patch and Blackhawk, all the key players
came together, permitting both sides to gain insights and make
judgments regarding each other’s business principles.  From ide-
ologies to covenants to administrative procedures, no rock was left
unturned. Weighing up the benefits, Patch’s chief executives decid-
ed that Blackhawk was a perfect fit.

Even as Patch expands its business both in the USA and in markets
abroad, Blackhawk Bank is able to provide all the products and
services the company needs.  “You can find our games and toys in
the US, Canada, Australia, Mexico, the United Kingdom and
Germany,” stated Bob Wann, CEO of Patch Products, Inc. “While
foreign markets represent a smaller portion of our total business,
we continue to expand into more International markets. Blackhawk

Bank has demonstrated its commitment to us, and has earned our
complete confidence as our strategic partner.”

Fran Patch, Chairman
Bryce Patch, Vice Chairman
Bob Wann, CEO
Brian Maxwell, President
Patch Products, Beloit, WI

To see all Patch Product’s Games, Toys & Activities,
visit www.patchproducts.com

Blackhawk
Opened Our Eyes

About seven years ago,   we
got a call from a Blackhawk
banker asking if we’d be
open to having a business
financial services review. We
banked elsewhere, and we
really weren’t much interest-
ed in taking the time to talk.
The banker assured us
there’d be no pressure, and
offered to give us a quote.
He said if we were interest-
ed after seeing it, we’d talk
more.

That quote opened our eyes
to how much we were being over charged by our former bank. The
interest rate our business was paying for a line of credit was liter-
ally an insult.  It took no time at all for us to make the decision to
switch our company’s banking relationship to Blackhawk. It’s been
the best business decision we ever made.

Today, Dale Reeves is our business banker. When we meet, we’re
usually asking for funds, but our meetings are much deeper than
talks about loan rates and terms. Dale’s wheels are turning as he lis-
tens for insights into our business. He digs in, helping uncover
obstacles and opportunities that might exist.  Dale understands our
business and its needs, and offers advice that prepares us for the
economic conditions that lie ahead.  

Through Dale’s introduction to Kevin Busker, Cash Management
Specialist, we were able to expand our customer service by adding
credit card acceptance. Dale also introduced us to Maria Delgado,
one of the bank’s Mortgage Planners, who assisted us with moving
our home mortgage loan as well as our personal checking and sav-
ings accounts. 

We can’t say enough good things about Blackhawk.  Everyone
knows our name when we walk in and the staff is personable and
attentive. They even saved us from identity theft! The bank called
our home to report that someone was trying to rent a car in Brazil
with our card. The transaction was stopped, and we were spared a
lot of time and trouble had it gone undetected.

We know that no matter what financial services we may need in the
future, Blackhawk will be there to back us up.

Tom Hendrickson, President & Cheryl Hendrickson
Pneumatic Cylinders
& Couplers Inc.,
Machesney Park, IL 

Pneumatic Cylinders & Couplers specializes in aluminum and stainless steel
cylinders for almost any application. We provide solutions to increase effi-
ciency and profitability. Our products combine proven design features with
the finest available materials and superior workmanship.
Visit www.pneumaticcylinders.net.

Tom & Cheryl Hendrickson
Pneumatic Cylinders & Couplers, Inc.

Patch Products Corporate Headquarters in Beloit, WI
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Consolidated Statements of Income
Years Ended December 31, 2010 and 2009

(Amounts in thousands, except share and per share data)

2010

$20,173   
340   

5,145   
900   
284   

5   
26,847   

5,240   
20   

1,615   
175   

7,050   

19,797   

4,544   
15,253   

2,633   
4,073   
(240)  
1,428   
(410)    

(1,034)    
267

(767)  
1,075
(401)  

303   
722   

8,416   

9,649   
2,340   
1,953   
1,030   

445   
249   
813   
339   
288   

2,090   
19,196   

4,473   

1,448   

$3,025   

$1.10   
1.10      

2009

$20,147   
755   

5,493   
757   
537   

9   
27,698   

6,800   
25   

3,293   
312   

10,430   

17,268   

4,090   
13,178   

2,577   
4,019   
(283)  

1,161   
(403)  

(1,589)  
1,115   

(474)  
513   

(524)  
318   
676   

7,580   

9,119   
2,509   
1,863   
1,058   

413   
222   
839   
332   
253   

1,677   
18,285   

2,473   

520   

$1,953   

$0.67   
0.67   
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Interest Income:
Interest and fees on loans 
Interest on trading securities
Interest and dividends on securities available-for-sale:

Taxable
Tax-exempt

Interest on federal funds sold and securities purchased under agreements to resell
Interest on interest-bearing deposits in banks

Total interest income

Interest Expense:
Interest on deposits 
Interest on short-term borrowings
Interest on long-term borrowings 
Interest on subordinated debentures

Total interest expense

Net interest income 
Provision for Loan Losses

Net interest income after provision for loan losses

Noninterest Income:
Service charges on deposit accounts
Net gain on sale of loans
Net mortgage servicing income
Debit card interchange fees
Net losses on trading activities
Other-than-temporary loss

Total impairment loss
Loss recognized in other comprehensive income

Net impairment loss recognized in earnings
Net gains on sales of securities available-for-sale 
Net other losses
Increase in cash surrender value of bank-owned life insurance
Other 

Total noninterest income

Noninterest Expenses:
Salaries and employee benefits 
Occupancy and equipment
Data processing
FDIC assessment
Advertising and marketing
Amortization of intangibles
Professional fees
Office supplies
Telephone
Other

Total noninterest expenses

Income before income taxes

Income Taxes

Net income

Basic Earnings Per Share
Diluted Earnings Per Share

Blackhawk Won Our Business

During the second half of ’09 our cast-
ing orders were somewhat off track, a
testament to the tough economy.
Every month we initiated calls to our
‘big-box’ banker in Oakbrook, IL; we
wanted to apprise him that we might
violate our cash-flow covenant. We left
messages, but our calls weren’t
returned. When he finally called, he
had a cavalier ‘no big deal’ attitude
about it. A later call went unanswered
again; calling a second time, Yvonne
was shocked to learn from a cash-
management assistant that our

account had been transferred to the bank’s Michigan headquarters’
work-out group.  Work-out means you’re placed in a special repay-
ment arrangement in light of likely default on a loan. Our banker
hadn’t even mentioned a possibility of this; we were in a state of
disbelief.

We never did violate the cash-flow covenant, and business
improved. We invited the work-out guy to come out for a review.
His main concern was how long the drive would be but, reluctant-
ly, he showed up. After evaluating our business he admitted they’d
made a mistake.  But he also added that we’d have to show anoth-
er quarter of progress to get beyond the ‘work-out’ arrangement.
We’d never been treated so badly. Coincidentally, on the same day
our former rep showed up to encourage us to stay with this bank
as it prepared to merge with another even bigger bank. By this
time the relationship was too shattered to fix. We wanted out, and
we wanted a local bank.

We remembered Blackhawk’s advertising that actually invited
manufacturing customers. No other bank claimed to like manufac-
turing; we’d also heard that Rick Bastian had a strong manufactur-
ing orientation so we contacted him. We talked, and I promised to
email him some information. A few days later he called to ask if I’d
sent it; I had, but it was caught in a firewall.  His interest in our com-
pany and his follow-through gave me a good gut feeling. We con-
sidered four local banks to be sure we were making a smart choice.
Blackhawk won our business.

Between providing our projections to Blackhawk and closing our
loan, we missed projections. We met with Bastian and business
banker Nathan Bolin; they came away believing in us and we pro-
ceeded to close. They let us know that they’d hang in with us, and
guaranteed we’d never have to endure the bad experience we’d
had with our former big, impersonal bank. 

With Blackhawk, we have access to someone (who responds!) in
every area of banking that’s important to us.  Blackhawk’s products
and services fit our needs ‘to a T’ and pricing is reasonable.  Bolin
stays in close contact; Becky Brown, the Roscoe office manager,
comes by if needed; Kevin Busker set up our Cash Management
services and a unique fiscal calendar; Joylyn Weibel did a fantastic
job with our mortgage. Everyone is very accessible, and that’s
hugely important to us. Blackhawk’s bankers are truly invested in
their customer’s success.  

We recommend Blackhawk Bank to everyone we know. In a mere
seven months, we’ve transitioned our business checking and loan
accounts and our personal checking and mortgage.  Blackhawk
Bank gets the job done easily and efficiently.

Steve & Yvonne Holdeman 
State Line Foundries, Inc.
Roscoe, IL

State Line Foundries is a quality-driven, customer-responsive iron foundry
specializing in prototype and low-to-medium volume production castings.
Visit www.slfcastings.com.

Blackhawk Developed First-Of-Its-Kind Solution

Thom Chustak, a long-time Ford Tool employee with a 10% owner-
ship stake and his associate Doug Beto wanted to buy out the
company’s owners. There were issues of capital gains that the retir-
ing owners needed to be protected against. Thom had tried to get
financing that addressed everyone’s needs through another local
bank, but that bank couldn’t put together a workable deal.

After many unsuccessful attempts at finding the right solution and
shopping other banks (who weren’t interested in manufacturing
unless you were putting up really good numbers) Thom was
referred to Blackhawk. Andy Williams and Rick Bastian met with
Thom & Doug; they recall Andy and Rick being so approachable
and casual that they wondered if they really were good bankers. 

They checked the bank’s references by talking with other cus-
tomers, who confirmed, “Yes, Blackhawk’s bankers are approach-
able and easy to talk to. Yes, they really do know manufacturing
and understand its cash-flow cycles. They absolutely stand behind
customers through tough times. They’re damn good bankers.”

Blackhawk’s challenge was to structure a loan package that would
allow Thom and Doug to purchase the company, and prevent the
retiring owners from facing capital gains liability. The bank put
together a team that engaged the expertise of an accountant, the
SBA, the Rockford Local Development Corporation and a corpo-
rate attorney. 

Blackhawk worked with the SBA in a way that few other banks
would even attempt by conducting numerous conference calls with
SBA chiefs in California, the RLDC, the corporate accountant and
the attorney.  Blackhawk repeatedly urged the SBA to think
through this first-of-its-kind solution.  After months of tireless
work, Blackhawk’s proposal was approved. All parties agreed to a
collaboration that facilitated the desired outcome. 

By following through with creative ideas, by living up to every
promise, by being hands-on and proactive, Blackhawk Bank earned
Ford Tool’s business, loyalty and advocacy.

Thom Chustak & Doug Beto
Ford Tool & Machining
Loves Park, IL

Ford Tool offers considerable CNC capability in turning and milling opera-
tions and I.D., O.D., surface and centerless grinding. Ford Tool manufactures
die holders, punch holders, knockout pins, sleeves, fillers and feed rolls, and
mills die blocks, punch blocks, cutter holders and fingers.
Visit www.fordtool.com.

Client Perspectives

Steve Holdeman
State Line Foundries, Inc.

Thom Chustak & Doug Beto, Ford Tool & Machining
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Consolidated Statements of Changes in Stockholders’ Equity
Years Ended December 31, 2010 and 2009

(Amounts in thousands, except share and per share data)

Balance, December 31, 2008

Comprehensive income:

Adjustment for adoption of other-than-

temporary-impairment guidance, net of tax

Net income 

Change in fair value of derivatives used for

cash flow hedging purposes

Change in net unrealized losses on securities 

available-for-sale for which a portion of an 

other-temporary-impairment has been

recognized in earnings, net of reclassifica-

tion and taxes

Change in net unrealized loss on securities

available-for-sale, net of reclassification

adjustment and tax effect

Total comprehensive income

Cash dividends paid - $0.27 per share

Capital purchase plan (TARP)

Issuance of preferred stock

Accretion of preferred stock warrants

Cash dividends paid on preferred stock

Vesting of 9,174 shares of restricted stock

Balance, December 31, 2009

Comprehensive income:

Net income 

Change in fair value of derivatives used for

cash flow hedging purposes

Change in net unrealized losses on securities 

available-for-sale for which a portion of an 

other-temporary-impairment has been rec- 

ognized  in earnings, net of reclassification 

and taxes

Change in net unrealized loss on securities

available-for-sale, net of reclassification

adjustment and tax effect

Total comprehensive income

Capital purchase plan (TARP)

Accretion of preferred stock warrants

Cash dividends paid on preferred stock

Vesting of 18,292 shares of restricted stock

Balance, December 31, 2010

Common
Stock

$22   

-   

-   

-   

-   

-   

22

-   

-   

-   

-   

$22   

Additional
Paid-In
Capital

$9,279   

-   

-   

-   

-   

27   

9,306   

-   

-   

-   

53   

$9,359   

Retained
Earnings

$18,357   

257   

1,953   

-   

-   

(585)  

(83)  

(431)  

-   

19,468   

3,025   

-   

-   

(100)  

(545)  

-   

$21,848   

Treasury
Stock

$(931)  

-   

-   

-   

-   

(931)  

-   

-   

-   

-   

$(931)  

Accumu-
lated

Other
Compre-

hensive
Income
(Loss)

$(377)  

(257)  

-   

163   

(680)  

422   

-   

-   

(729)  

-   

16   

128   

572      

-   

$(13)  

Total

$26,350   

-   

1,953   

163   

(680)  

422   

1,858   

(585)  

10,000   

-   

(431)  

27   

37,219   

3,025   

16   

128

572

3,741   

-    

(545)  

53   

$40,468   
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Preferred
Stock

$-   

-   

-   

-   

-   

10,000   

83   

-   

10,083   

-   

-   

-   

100   

-   

$10,183   

Blackhawk Bancorp, Inc.  Board of Directors
Eric Anderberg, Rockford, IL 
Vice President/Secretary of Dial Machine, Inc.,
a family-owned contract machine shop

Thomas L. Barnes, Beloit, WI  
Real Estate Asset Manager, ABC Supply Co., Inc.

R. Richard Bastian III, Beloit, WI  
President and CEO of the Corporation and Bank  

Roger G. Bryden, Beloit, WI  
Owner/Operator, Bryden Motors, Inc. 

Stephen P. Carter, Rockford, IL  
Principal in Ingenium Aerospace, LLC and a consultant
and serves as a director of Appleton Papers, Inc.,
Paperweight Development Corp. and Hollister
Incorporated 

John B. Clark, Beloit, WI
Retired since 1997; prior thereto Senior Vice President,
Wachovia Securities, Inc. 

Diane M. Hendricks, Beloit, WI
Owner and Chairman, ABC Supply Co., Inc.

Prudence A. Harker, South Beloit, IL 
President of LifeCircle, LLC. and Investment Advisor
Representative, AXA Advisors, LLC. 

G. Curtis Lansbery, South Beloit, IL
President and CEO of North American Tool Corporation

James D. Metz, Belvidere, IL
Treasurer for the Belvidere School District 

Merritt J. Mott, Rockford, IL
Owner and CEO of Rockford Sanitary Systems, Inc. 

Stephen R. Thomas, Poplar Grove, IL
President of Cirrus Trails, Inc., holding company for Poplar
Grove Airmotive, Inc., and President of Emery Air, Inc.

turing, a continued high level of unemployment in our markets is troublesome.  The housing market will remain weak here

until unemployment edges back into single digits and consumers regain confidence.  Recent increases in commodity

prices, exacerbated by the unrest in the Middle East, create disturbing possibilities of a double-dip recession, a burst of

inflation, or both.

While the economy continues to pose its share of challenges, regulatory uncertainty is the single biggest threat to com-

munity banking. The tidal wave of rules and regulations coming out of Washington is going to increase the cost and com-

plexity of compliance.  It is forcing some major restructuring of bank balance sheets and signaling the critical importance

of increasing levels of capital in the industry.  All this comes at the same time that some of these regulations could have

a negative impact on bank profitability. If the proposed Dodd-Frank amendment on debit card interchange revenue is

implemented by the Federal Reserve as initially proposed, it could cost Blackhawk well into six figures in lost revenue.  

All of this suggests two things.  First, we were right to have focused on building a fortress balance sheet to help carry us

through the last two years, and right to continue to focus on it in 2011.  Second, the economic and regulatory environment

is ‘wearing out’ a lot of bank boards, bank management teams and bank ownership.  As a strong, determined organiza-

tion, we feel that this will present historical opportunities to increase our market share and extend our footprint in the next

few years.

I want to thank our employees for their tenacity, our board of directors for their resolute stewardship, and our sharehold-

ers for their patience.

Sincerely,

Rick Bastian,

President & CEO
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Average Balance Sheet with Resultant Interest and Rates
Years Ended December 31, 2010 and 2009
(Yields on a tax-equivalent basis and amounts in thousands)

Interest Earning Assets:

Interest-bearing deposits in banks

Federal funds sold & securities

purchased under agreements to 

resell

Investment securities:

Taxable investment securities

Tax-exempt investment securities

Total Investment securities

Loans

Total Earning Assets

Allowance for loan losses

Cash and due from banks

Other assets

Total Assets

Interest Bearing Liabilities:

Interest bearing checking accounts

Savings and money market deposits

Time deposits

Total interest bearing deposits

Short-term borrowings

Subordinated debentures

Long-term borrowings

Total Interest-Bearing Liabilities

Interest Rate Spread

Noninterest checking accounts

Other liabilities

Total liabilities

Stockholders' equity

Preferred stock

Common shareholders’ equity

Total Liabilities and

Stockholders' Equity

Net Interest Income/Margin

Twelve months ended December 31, 2010 Twelve months ended December 31, 2009

Average
Balance

$947 

18,551 

129,149 

21,341 

150,490 

329,079 

$499,067 

(6,042)

13,930 

32,169 

$539,124 

$143,133 

135,446 

115,655 

394,234 

2,399 

4,958 

33,825 

$435,416 

61,226 

3,498 

500,140 

10,134 

28,850 

38,984 

$539,124 

Interest

$5 

284 

5,485 

900 

6,385 

20,173 

$26,847 

$1,947 

784 

2,509 

5,240 

20 

175 

1,615 

$7,050 

$19,797 

Average
Rate

0.55%

1.44%

4.39%

6.52%

4.68%

6.16%

5.52%

1.41%

0.61%

2.23%

1.38%

0.98%

3.80%

4.71%

1.70%

3.82%

4.05%

Average
Balance

$1,546 

30,504 

108,634 

20,142 

128,776 

324,333 

$485,159 

(4,307)

10,776 

29,220 

$520,848 

$108,445 

121,347 

114,578 

344,370 

6,911 

5,006 

73,568 

$429,855 

53,455 

3,596 

486,906 

8,007 

25,935 

33,942 

$520,848 

Interest

$9 

537 

6,248 

757 

7,005 

20,147 

$27,698 

$2,106 

1,218 

3,476 

6,800 

25 

312 

3,293 

$10,430 

$17,268 

Average
Rate

0.62%

1.76%

5.75%

6.17%

5.82%

6.21%

5.81%

1.94%

1.00%

3.03%

1.97%

0.35%

6.24%

4.48%

2.43%

3.38%

3.66%
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Dear Shareholders,
Clients and Friends;

We had a very good year.

In spite of stiff headwinds, steady quarterly improvements throughout

the year gave rise to earnings of $3.03 million in 2010, a 55% increase

over the $1.9 million posted in 2009.  

Earnings per share rose 64% to $1.10 per share compared to the $0.67 a

share earned in 2009.  We were able to successfully get through the Great

Recession by having a singular focus on what has made us strong and

profitable: improved margin, increased non-interest income, core deposit

growth, on balance sheet liquidity, asset quality and a strong capital ratio against a backdrop of consistent and superior

customer service.

While some of our competition failed and others retreated, we stayed committed to the banking business, partnering with

business owners and personal clients to help them make it through the worst economic environment in generations.

Some of those clients are highlighted in this annual report.  This steady and proactive stance has generated new relation-

ships and uncommon client loyalty and support.  Blackhawk was one of the very few banks in our market to post year-

over-year increases in average loans.  Average deposits for fourth quarter 2010 were 20% higher than the fourth quarter

of ’09, and average deposits for the year were up 14%.  The most decisive show of faith and confidence lies in where

depositors put their money; we are both honored and humbled by our clients’ expression of confidence in Blackhawk

Bank.

Everything we accomplished in 2010 was an extraordinary team effort.  I particularly want to single out the mortgage

banking team, which had an outstanding year and solidified Blackhawk as the clear number two mortgage originator in

our markets.  We originated over $195 million in mortgage loans in 2010, which contributed $3.8 million to non-interest

income.

The continued weak economy did not go without consequences as many of our borrowers struggled. That struggle was

reflected in our increased provision for loan losses, up 11% in 2010 to $4.5 million.  Loans charged off in 2010, net of recov-

eries, was $3.9 million compared to $1.6 million in 2009.  Yet we ended the year with problem loans at stable levels, and

in a very strong loan loss reserve position that equaled 1.82% of total loans and 105% of non-performing loans.  It is a tes-

tament to the quality of our underlying earnings that we were able to absorb this kind of provision and still post outstand-

ing results.

From our perspective, the economic recovery seems rather frail.  While we are pleased to see some rebound in manufac-

Strong, Determined.
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Quarterly Financial Information

Interest income

Interest expense

Net interest income

Provision for loan losses

Net interest income

after provision for loan losses

Noninterest income

Noninterest expense

Income before income taxes

Income taxes

Net income before preferred

stock dividends

Preferred stock dividends

and warrant accretion

Net income available

to common shareholders

Per share data:

Basic earnings per common share

Dividend

Nonperforming loans to total loans

Nonperforming assets to total loans

Allowance for loan losses to total loans

Allowance for loan losses to 

nonperforming loans

Total capital to risk-weighted assets

Consolidated

Bank

Tier 1 capital to average assets

Consolidated

Bank

2010 2009

4th
Qtr

$6,824 

1,596 

5,228 

1,111 

4,117 

2,827 

5,558 

1,386 

500 

886 

162 

$724 

$0.33 

$0.00   

1.73%

2.61%

1.82%

105%

11.65%

13.57%

7.11%

8.43%

3rd
Qtr

$6,947 

1,749 

5,198 

1,411 

3,787 

2,134 

4,722 

1,199 

377 

822 

161 

$661 

$0.30 

$0.00   

2.30%

2.68%

1.88%

82%

11.12%

13.05%

7.28%

8.69%

2nd
Qtr

$6,557 

1,802 

4,755 

1,061 

3,694 

1,757 

4,520 

931 

267 

664 

161 

$503 

$0.23 

$0.00   

2.45%

2.70%

1.79%

73%

11.14%

13.16%

7.31%

8.79%

1st
Qtr

$6,519 

1,903 

4,616 

961 

3,655 

1,698 

4,396 

957 

304 

653 

161 

$492 

$0.23 

$0.00   

2.55%

2.80%

1.87%

74%

11.37%

13.48%

7.24%

8.75%

4th
Qtr

$6,843 

2,205 

4,638 

675 

3,963 

1,405 

4,521 

847 

265 

582 

165 

$417 

$0.19 

$0.00   

1.90%

2.09%

1.67%

88%

10.90%

12.92%

7.10%

8.60%

3rd
Qtr

$6,894 

2,532 

4,362 

1,790 

2,572 

1,859 

4,402 

29 

(161)

190 

161 

$29 

$0.01 

$0.09 

2.11%

2.44%

1.57%

75%

10.71%

12.80%

6.97%

8.49%

2nd
Qtr

$7,114 

2,783 

4,331 

850 

3,481 

2,182 

4,991 

672 

153 

519 

161 

$358 

$0.17 

$0.09 

2.20%

2.63%

1.18%

54%

10.59%

12.54%

6.84%

8.27%

1st
Qtr

$6,847 

2,910 

3,937 

775 

3,162 

2,134 

4,371 

925 

263 

662 

27 

$635 

$0.30 

$0.09 

2.24%

2.41%

1.08%

48%

10.70%

12.75%

7.20%

8.70%

The Consolidated Balance Sheets, Consolidated Statements of Income and Consolidated Statements of Changes in
Stockholders’ Equity contained in this annual report are based on the Company’s 2010 audited Consolidated Financial
Statements. The 2010 audited Consolidated Financial Statements and accompanying notes to Consolidated Financial
Statements are available upon written request to:

Todd James
Executive Vice President & Chief Financial Officer
Blackhawk Bancorp, Inc.
400 Broad Street
Beloit, WI 53511

Email:  tjames@blackhawkbank.com

Years ended December 31, 

Interest income

Interest expense

Net interest income

Provision for loan losses

Net interest income after provision for loan losses

Noninterest income

Noninterest expense

Income before income taxes

Income taxes

Net income before preferred stock dividends

Preferred stock dividends and warrant accretion

Net income available to common shareholders

Basic earnings per common share

Diluted earnings per common share

Cash dividend declared per share

Return on assets

Return on common equity

Total assets

Securities

Total loans, net

Deposits

Short-term borrowings

Long-term borrowings

Subordinated debentures

Total stockholders' equity

2010

$26,847 

7,050 

19,797 

4,544 

15,253 

8,416 

19,196 

4,473 

1,448  

3,025

645   

$2,380  

$1.10 

$1.10 

$0.00   

0.56%

8.25%

$539,917 

136,417 

332,134 

473,865 

-   

17,535 

4,958 

40,468  

2009

$27,698  

10,430 

17,268 

4,090 

13,178 

7,580 

18,285 

2,473 

520  

1,953  

514  

$1,439 

$0.67 

$0.67 

$0.27 

0.37%

5.55%

$523,349 

134,071 

321,353 

411,343 

8,400 

58,262 

4,958 

37,219 

2008

$27,807 

12,781 

15,026 

1,322 

13,704 

5,196 

15,484 

3,416 

864  

2,552 

-  

$2,552 

$1.18 

$1.17 

$0.36 

0.53%

10.39%

$500,441 

122,877 

326,358 

376,995 

9,222 

79,147 

5,158 

26,350 

2007

$27,664 

14,778 

12,886 

566 

12,320 

4,988 

14,195 

3,113 

822  

2,291 

- 

$2,291 

$1.04 

$1.03 

$0.36 

0.51%

9.35%

$464,673 

118,786 

292,529 

331,239 

31,278 

69,653 

5,158 

24,493 

2006

$25,038 

12,859 

12,179 

407 

11,772 

4,892 

13,402 

3,262 

1,006  

2,256 

- 

$2,256 

$1.01 

$1.00 

$0.36 

0.52%

10.01%

$439,518 

113,763 

268,616 

312,001 

38,917 

49,367 

11,341 

24,208 

(Amounts in thousands, except share and per share data) (Amounts in thousands, except share and per share data)
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MISSION STATEMENT
■ To add value.

CORE VALUES

■ We will have an obsession with the quality of service we

provide our customers, employees and the communities

we serve. We will render intelligent, timely, accurate and

considerate service all the time.

■ We will build relationships with  customers by providing

proactive solutions that reflect a deep understanding of

the customer’s unique business and financial needs.

■ We will take individual ownership for customer satisfac-

tion. We will aggressively pursue real opportunities, and

be  creative problem solvers..

■ We will acknowledge that our success will come through

patience, perseverance and hard work. We will balance

our priorities with our resources.

■ We will treat employees and customers with honesty,

trust, fairness, recognition and respect.

■ We will communicate with others in ways that ensure

mutual understanding.

■   We will be a leading corporate citizen within the

communities we serve.

For More Information About

Blackhawk Bancorp, Inc. Stock:

Blackhawk Bancorp, Inc.

Investor Relations

P.O. Box 719

Beloit, WI  53512-0719

Trading Symbol for 

Blackhawk Bancorp, Inc.

is BHWB.

Blackhawk Bank Executive Officers:

R. Richard Bastian III, 
President & CEO

Todd J. James, 
Executive Vice President & CFO

David K. Adkins, 
Executive Vice President,

Consumer Banking 

Terri L. Burdick, 
Senior Vice President 

Administration & Operations

Todd L. Larson, 
Senior Vice President
Commercial Banking

E Q U A L  H O U S I N G  L E N D E R  •  M E M B E R  F D I C

The advice you need for the life you want. The advice you need for the life you want.

■ Beloit, WI
400 Broad Street

608.364.8911

2200 Cranston Road

608.364.8900

■ Roscoe, IL
5206 Elevator Road

815.623.3323

■ Machesney Park, IL
9609 Forest Hills Road

815.639.0777

■ Rockford, IL
2475 N. Perryville Road

815.636.4371

3101 11th Street

815.986.7174

Mortgage Center:

7160 Argus Drive

815.986.7170

■ Belvidere, IL
2141 N. State Street

815.544.0777

■ Capron, IL
290 W. Main Street

815.569.2336

www.Blackhawkbank.com
800.209.2616
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A n n u a l  R e p o r t  2 0 1 0

Strong.
Determined.
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